{
{
{
{
|
|
i
|
|
I
1
z
]
!

Posr TR

b
» realps v, T s St St s et T oot it s e Pt Tt T8 Pt

{
z
z
1
z
{
1
]
2 .
{
2
1.
t
§

T N Il s P S P g L Sl g et



DELHI UNIVERSITY LIBRARY

CLNo. X} .,

Ac.No. 99 ()0 8 Date of release for loan
This book should be returﬁ‘d on or before, the date last stamped

below. An overdue chargg of 5 Paise will e collected for each
day the book is kept overtime.






ELEMENTS OF

" ECONOMICS OF INDUSTRY

BEING THE FIRST VOLUME OF

ELEMENTS OF ECONOMICS

BY

ALFRED MARSHALL

MACMILLAN AND CO, LIMITED

ST MARTIN’S STREET, LONDON
1949



COPYRIGHT

Firat Edition‘pﬂnud 1899, Reprinted 1893, 1894,
# Second Edition 1880, Reprinted 1898, January 1899

Third Edition August 1809,
Reprinted 1800, 1001, 1903, 1905, 1907 (twice), 19097912, 1913, 1018,
910 (1trice), 1990 (rwice), 1922, 1023, 1095, 19337989, 1030, 1048, 1948,

rzumn IN GREAT BRITALY



PREFACE.

HIS volume is an attempt to adapt the first volume
of my Principles of Economics to the needs of junior
students,

The necessary abridgement has been effected not Ly
systematic compression so much as by the omission of many”
discussions on points of minor importance, and of some difficult
theoretical investigations. For it seemed that the diﬂictﬁy
of an argument would be increased rather thare diminished
by curtailing it and leaving out some of its steps.  Thie
argumentative parts of the Principles are therefors asa rule
either reproduced in full or omitted altogether; reference in
the latter case being sometimes made to the corresponding
places in the larger treatise, Notes and discussions of a
literary character have generally been omitted.

Very little is said on trade unioffs*in®Vol. 1. ,of the
Principles, because their influence depends much on the
course of foreign trade and on commercial fluctuations. But
in the present volume, the préctical convenience of discussing -
them in close connection with the main®theory of distribution
seemed to outwe?lgh the disadvantages of treating them pre-
maturely and in some measfire incompletely ; and a chapter
on them has been inserted near the end’of Book VI,



vl PREFACE,

My wife has aided and advised at every staffe of the MSS,
anll the proofs ofs my. Principles and also of the present
volume ; which ig thus indebted twice over to her syggestions,
her judgment and her care. I have received help also in
regard to one or more editions from Dr Keynes, Professor
Smart? Professor Flux and others,

A M

Balliol Croft, 6, Madingley Road, Cambridge.
" October, 1907.
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BOOK 1}
PRELIMINARY SURVEY.

CHAPTER L

INTRODUCTIGN.

§ L [POLITICAL Ecoxomy, or Ecoxowics, is_a study of
Iymwii—n—ﬂlwrdmarmmmm it Economics is
inquires how he gets his income and how he astudyof
uses it. It follows the action of individuals and ;‘;ﬁlgtﬂ: da
of nations as they seek, by separate or collective ghudy of man,
endgavour, fo increase the ma.terla.f means of their well- be
and to turn their resources to the best account. Thus 45 o
the one § , side a stu_dl_pf wealth, and on the ot othes, and morg
im _J)_()rbgﬂﬁ ude,. a _Qim_n_t;_of the study of man. For man’s
character has been moulded By his every-day work, gnd by
the material resources which he thereby procures, more than
by any other influence unless it be that of his religious ideals ;
and the great forming agencies of the world’s history Aave
been the religious and the economic} “Here and there the
ardour of the military or the artistic spirit has been for &
while predominant: but religious and ecggpmic influences have
nowhere been displaced from the front rank even for a time;
and they have nearly always been more important than all
others put together. \Rgligious motives are more intense than
economic ; but their direct action seldom extends over so large

e ams.

a_part of life. Eor the businéis BMM cter
earns his Hvelibood generally fills his thoughts formed by

d};m_lg__ljuLﬁhﬁ greater part of_those hours in daly work.
which _his_mind is at its besi', dunng them “his character is
being formed by the way in which_he uses his faculties.in




2 BoOK I. cH. I. §§ 1, 2.

his work, by the though.ts and the feelings which it suggests,
and by his relations to lds associates in work, his employers
or his employés.

And very often the influence sexerted on & person’s
character by the amount of his income is hardly less, if it
is less, than that exerted by the way in which it is earned.
l.;:verty‘?:nuses Ts mwwnﬁm&
degradation.  of p family whether its yearly income is £1000
or £5000. “But it mokes-a-very-great-differenge whether the
income is £30 or £150: for with £150 the famnily has, with
£30 it has not, the material conditions of a complete life.
It is true that in religion, in the family affections and in
friendship, even the poor may find scope for many of those
faculties which are t.he source of the highest happiness.
But: the corditions which surround extreme poverty, especially
in_densely crowded. places, tend to deaden the higher faculties.
Those wvho have been called the Residuum of our large towns
hawmﬁlp ; they knew-nothing of
the decencies and the quiet, and.very litfle even of the unity
of familydife;—and veligion often fails to reach-them. No
doubt_their physical, mental, and meral ill-health is partly
due to other causes. than poverty, but this is the chief cause,

And in addition to the Residuum there are vast numbers
of people both in town and countnx who are brought up with
1nsum4__cro—'l'ﬁ' ng, and house-loom whose education

N —————r

is_broken off early_in order that they may go to work fur
wages, who_then_ceforth are enrra.ged "during 1ong hours in_
exhausting toil with n_gp_erfectly nourished bod.ms,_and have
therefore 1o chance of developmg ‘their higher ; menta.l Taculties.

arily dnihiealthy or unhappy. Rejoicing
in their affections towards God and man, and perha.ps even
possessing some natural refinement of feeling, they may lead
lives that are far less mcomplete than those of many who
have more material wealth. But for all that, their poverty
is a ,ri,r'rwt nnd almost unmixed evil to them. Even when they
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are well, their weariness often amougts to pain, while their
pleasures are few; and when sickness comes, the sufferihg
mewmin_g_@miol_d._ And though a contented
spirit may go far towatds reconciling them to these evils,
there are others to which it ought not to reconcile them.
Overworked and undertaught, weary and careworn, without
quiet and without leisure, they have no chance of mukmv
the best of their mental faculties.

Although then some of the evils which commohly go with
poverty are not its necessary consequences ; yet, hroadly
am thie poor is their poverty,” and
she study of the causes of poverty is the study of the causes
of the degradation of a large part of mankind.

§ 2. {Slavery was regarded by Arisfotle as an ordinance
of nature, and so probably was it hy the slaves f} poverty ne-
themselves in olden time. The dignity of man cessary?
was proclaimed by the Christian veligion: it has b&en as-
serted with increasing +ehemence during the ldst hundred
years:[put it is only through the spread of educatlon during
quite recent times that we are beginning at last to feel the
full import of the phrase) Now at last we are setfing our-
selves seriously to inquirc whether it is necessary that there
should be any so-called “Jower classes” at all: that is, whether
there need be large nuinbers of people doomed from their
birth to hard work in order to provide for others the requisites
of a refined and cultured life; while thmathegsclves are pre-
venled by their poverty and toil from having any share or
part in that life.

The hope that poverty and ignorance may gradually he
extinguished derives indeed ‘much support from the steady
progress of the working classes during the present century.
The steam-engite has relieved them of much exhausting
and degrading toil; wages have risen; education has been
improved and become more general; thg railway and the
printing-press have enabled members of the same tradg in
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different parts of the country to communicate easily with
on® another, and t¢ undettake and carry out broad and far-
seeing lines of pglicy; while the growing demand for intel-
ligent work has cansed the artisarf classes to increase so
rapidly that they fow outnumber those whose labour is
mtn-e]y unskilled. A great part of the artisans have ceased.
to belong to the “lower classes” in the sense in which the
term was originally used; and some of them already lead a
more refined and noble life than did the majority of the
upper classes even a century ago.

This progress has done more than anything else to give
practical interest to the question whether it is really impossible
that all should start in the world with a fair chance of
leading a cultured life, free from the pains of poverty and
the stagnafing influences of excessive mechanical toil; and
this question is being pressed to the front by the growing
earnestness of the age.

The quéstion cannot he fully answered by economic
science ; for the answer depends partly on the moral and
politicsl capabilities of human nature; and on these matters
the econgmist has no special means of information; he must
do as others do, and guess as best he can. But the answer
depends in a great measure upon facts and inferences, which
are within the province of economics; and this it is which
gives to economic studies their chief and their highest in-
terest. - oo

§ 3. It might have been expected that a science, which
Reasons why deals with questions so vital for the well-being of
B I mankind, would have engaged the attention of
recent growth. many of the ablest‘thinkers of every age, and be
now well advanced towards maturity. But the bearing of
economics on the higher wellbeing of man has been over-
looked; and it has not received that share of attention which
its importance and jts difficulty require.

« Tts progress has been hindered also by the fact that many
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of those conditions of industrial life, m)(l of those methods of
production, distribution and consumtion, with which modetn
economic science is oncerned, are constantly changing, and
that their present forms are only of recent date'.

§ 4. It is often said that the modemn forms of business
are distinguished from the earlier by being more
competitive. But this account is not quite satis-
factory. The strict 1heaning of competition seemns to be the
racing of one person wyninst another, with special reference to
bidding for the sale cr purchase of anything. This kind of
racing in business is 1o doubt both more intense and more
widely extended than it used to be: but it is only a secondary,
and one might almost say, an accidental consequence from the
fundamental characteristics of modern bsiness,

There is no one term that will express these chatacteristics
adequately. They are, as we shall presently see, a certain
independence and habit of choosing one’s uwn course f6f one-
self, a self-reliance; a deliberation and yet a prompthess of
choice and judgment, and a habit of forecasting the future
and of shaping one's course with reference to distant®aims,
They may and often do cause people to compete ywith one
another; but on the other hand they may tend, and just now
indred they are tending, in the direction of co-operation and
comvination of all kinds good and evil. But these tendencies
towards collective ownership and collective action are quite

Compegition®e

1 It iy indeed true that the ehange in substance is in some respects not so
great as the change in outward form; and much more of modern economic
theory than at first appears can be adapted to the conditions of backward
races. But the changes in form have,hindered writers of each successive age
from deriving much benefit from the work of their predecessors. Modern
economic conditions however, though very complex, are in many ways more
definite than those of earlicr times: business is more clearly marked off from
other concerns of life; the rights of individuals as against others and as
against the community are more shaxyply defined; and above all the emancipa-
tion from custom. and the growth of free activity, of constant forethought
and restless enterprise have given a new precision aad interest to the study
of value.
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different from those ({f earlier times, hecause they are the
résult not of custem, not of any passive drifting into asso-
ciation with one’s neighbours, but of «free choice by each
individual of that line of conduct whicl after careful delibe-
ration seems to him the best suited for attaining his ends,
Yhether they are selfish or unselfish.
" Tfrther the term *competition” nut only fails to go to
the root of the matter, and thus errs by defect; it also errs
by excess. © For it has gathered about i% evil savour, and hag
come to imply a certain selfishness a.d indifference to the
well-being of others. Now it is true that there is less delilye-
rate selfishness in early than in modern forms of industry ;
but there is also less deliberate unselfishness. Tt is the delibe-
rateness, and not thg, selfishness, that is the characteristic of
the moderh a.ge.f
Custom in a primitive society extends the limits of the
Man i: not o fm.nily, and p‘rescribes' certa'.in dlfties to one’s
more setfish ~ neighbours which fall into disuse in a later civi-
than he was, 1 ation; but it also prescribes an attitude of
hostilaty o strangers.  In a modern society the obligations of
family kindness become more intense, though they are concen-
trated on a narrower area; and neighlbours are put more
nearly on the same footing with strangers. In ordinary deal-
ings with both of them the standard of fairness and honesty
is lower than in some of the dealings of a primitive people
with their neishbe#s, but it is much higher than in their
dealings with strangers. Thus it is the ties of neighbourhood
alone that have been relaxed. The ties of family are in
many ways stronger than hefore; family affection leads to
much more self-sacrifice and devotion than it used to do,
And again sympathy ‘with those who are strangers to us ig s
growing source of a kind of deliberate unselfishness that never
existed before the modern age., That country which is the
!)irthpla.ce of modern competition devotes a larger part of its
income than any other to charitable uses, and spent twenty
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millions on purchasing the freedom of the slaves in the West
Indies. In every age poets and socigl fefox;mers have tried to
stimulate the people of their own time to a nobler life by
enchanting®stories of thq virtues of the herdes of old. Bus
neither the records of history nor the cogptemporary observa-
tion of backward races, when carefully studied, give any
support to the doctrine that man is on the whole hardes and'
harsher than he was, or that he was ever more willing than
he is now to sacrificé his own happiness for theebenefit of
others in cases where custom and law have left him free to
choose his own course. Among races whose intellectual capa-
city seems not to have developed in any other direction, and
who have none of the originating power of the modern busi-
ness man, there will be found many who show an evil sagacity
in driving a hard bargain in a market even with their neigh-
bours. N o traders are more unscrupulous in taking advantage
of the necessities of the unfortunate than the corn-dealers and
money-lenders of the East. .

Again, the modern era has undoubtedly given new open-
ings for dishonesty in trade. The advance of 4 "more dis-
knowledge has discovered new ways of making honest.
things appear other than they are, and has rendered "possible
many new forms of adulteration. The producer is now far
removed from the ultimate consumer; and his wrong-doings
are not visited with the prompt and sharp punishment which
falls on the head of a person who, being fgund to live and die
in his native village, plays a dishonest trick on one of his
neighbours. The opportunities for knavery are certainly more
numerous than they were ; but there is no reason for thinking
that people avail themselves f a larger proportion of such
opportunities than they used to do. Ondthe contrary, modern
methods of tradesmply habits of trusifulness on the one side
and a power of resisting temptation to dishonesty on the other,
which do not exist among a *backward people. Tnstances of
simple truth and personal fidelity are met with under all social
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conditions: but those who have tried to establish a business
af modern type in a®bgckward country find that they can
scarcely ever depend on the native popalation for filling posts
of trust. Aduleration and fraud in,trade were rafhpant in the
middle ages to an extent that is surprising when we congider
the difficulties of wrong doing without detection at that time.

= i a world in which all men were perfectly virtuous,
Even con- competition would be ou: of place; but so also
structive o would be private property and every form of
competition . . . .
isless bene-  private right. Men would think only of their
et than sic duties; and no one would desire to have a larger
co-operation. ghare of the comforts and luxuries of life than
his neighbours. Strong producers could easily bear a touch
of hardship; so they would wish tha}, their weaker neighbours,
while producing les§ should consvme more. Happy in this
thought, they would work for the general good with all the
encrgy, the inventiveness, and the eager initiative that
belonged &0 them; and mankind would be victorious in
contests with nature at every turn. Such is the Golden
Age to avhich poets and dreamers may look forward. But
in the responsible conduct of affairs, it is worse than folly
to igndre the imperfections which still cling to human
nature.

The term “competition” is then not well suited to desecribe
the special characteristics of industrial life in the modern age.
We need a term that does not imply any moral qualities,
whether good ¥y e, but which indicates the undisputed fact
that modern business is characterized by more self-reliant
habits, more forethought, more deliberate and free chaice.
There is not any one termn adequate for this purpose: but
Economic FREEDoex OF INDUSTRY AND ENTERPRISE, or more
Freedom. shortly, Ecoxomic FREEDOM, points in the right
direction, and may be used in the absence of a better.



CHAPTER 1L
THE GROWTH OF I'REE INDUSTRY AND ENTERPRISE.

§ 1. Tar growth (f Economic Freedom has been slow
and fitful. Early civilizations were necessarily Egarly civili-
in warm climates becaise no great advance in Zations.
culture can be made e.:cept where there is a considerable
surplus above the bare unecessaries of life; and ypguence of
in a cold climate man’s whole energies are ab- climate.
sorbed in providing these necessaries, unless he imaided by
accumulated wealth and krowledge. But a warm -climate
lowers energy and in consequence the great body of wutkers
in the old civilizations of the East were of a subnfissive and
unenterprising character; and were kept to their work by
the discipline of the ruling castes. These ruling ecdstes had
generally come at no distant date from a more bracing climate,
either in mountainous regions or in the distant North. They
devoted themselves to war, to political and sacerdotal func-
tions, and sometimes to art; but they avoided manual work,
and left that to serfs and slaves. The manual labour classes
scarcely even conceived the idean of freagdgm ; Jut looked to
custom as the great protector against arbitrary oppression.
Tt is true that some customs were very cruel; nfucnce of
but if customs were merely cruel they speedily custem-
destroyed the lower classes and therefore also the upper
classes who rested on them. And in cortsequence those races
which have had » long history are also those whose customs
have on the whole bLeen kingly, and the good largely pre-
dominates over the evil in the records of the influence of
custom on moral as well as physical well-being.
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There is much to be learnt even now from the ideals of

. the life Lfythe free citiztn which were thought

Ancient N .
Greeceand  out by the best minds among the Greeks and,
Rome. Romans. But those, itleals startéd from the
assumption that the free man shou,d avoid all hard and
depressing toil, and leave that for slaves. The great body of
*the wvorkers were in slavery, and thsre were no high ideals
of life for them. Thus even the best thought of Greece and
Rome left on one side the central problem of our age: it
never even inquired how far it might be possible for those
who bore the chief burden of the world’s work to leand lives
worthy of man; it certainly did not pioneer the path of
the Middle  modern industry. Later on the Christian faith
Ages. in the brotherhood of all men did something to
lighten the lot of the poor. But it was often a form of
words rather than a living power to govern men’s actions:
and ¢he ruling classes kept the main body of the people in a
serfdom, which was not always happy.

Freedom had more scope in the great trading and in-
- . o dustrial towns; from them the leadership in

rans.tion

to modern economic progress passed, about four hundred
industry~  vears ago, to Holland and uther countries ; and
nearly two hundred years ago the first place among the
leaders fell to England.

The English had always been vigorous, but they had not
always been indusgpjous ; and it was long before they showed
much powerﬂéf making new inventions, and of organizing
work so as to make it effective. But England offered an
asylum from religious persecution to the protestant artisans
of the Continent, who were also generally the ablest, the most
inventive, and most rtedfast, Their instruclion gave England
the right lines on which to work. She derived stimulus from
the trade across the Atlantic and Pacific Oceans, which
foliowed the discovery of America and of the route round
the Cape: for she*was Letter situated than any other country
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for this tiade, and the work swited well the temper of her
people America and Asia ahke offeyed markets for sumple,
manufactures made 1 large quantities on the same pattern
Thus she began to groy in wealth, and ®she gradually
apphed her energies more and more to mgnufacturing on a
luge scale One invention followed another in rapid succes
sion  She used witer power, and afterwards steam pumer®
to tike off some of the most weuisome work fiom the handd
of men and women, wnd to muewe production, wnd mn a
way things went wdl with her!

But thae ww wothar wside to the pictme Up to the
eighteenth century the wges of Ithour hud been much under
the imnfluence of custom, and what competition there was
for employment was mostly confined to a small atea , a town
ot a few villiges 11 the sume ner, hhourhbed But .the new
industry m the latter half of the eghteenth centuiy began
to attract artisans ind libouters fiom all parts of Engand
to the mwnuficturing districts s

At fnst there wae few luwge fiwtones  Capitalisis

*

1 The quarter o1 a eentmy beginmng with 1710 saw improvements follow
one anothar i manuf icture even more 1apmdly than i agrieultmme  Duning
that peniod the transpoart of heavy Joods was cheapened by Brndley's canals,
the production of power by Watls stcum cngme and that of non by Cait s
processes of puddling wd 10lhn,, and by Roebmk s method of smelting 1t by
coal 1n Iicu of the chaxconl that had nown beconte searce Hargreaves, Cromp
ton Arkwight Cutwirght and others mvented ot at least made economu
cally serviceable the s)imumg jenny  the mule the carding machmme and the
power loom Wedgwood gate a great mmpetus to th.msotterptrade that was
sheady growing 1amdly and thaie were nnportant mventions i prnting
fiom ¢ylimdas Dbleaclung by chencal agents and m other processes A
cotton tactory was for the firet time driven dneetly by steam power m 178>
the last year of the pernnod The begmmug of the mneteenth century saw
steam ships and steam prnting presses and the use of gas for lighting towns
Railway locomotion telegiaphy and photogiaphy came a httle later Ow
own age has acen numberless unp oy cments and new’ economies m production
prominent among winck are those 1elating to the production of steel, the tele
phone the electric hight and the gas cngine, and the social changes ansing
fiom mateininl proness me i some 1epects morc apid now than ever But
the groundwork of the changes thit have happened sincg 1785 was chiefly lmd
10 the mventions of the yeris 1760 to 1784
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distributed their orders to a great number of small masters
_scattered over t.he éou:ltry wherever there was water-power
to be had; they themselves undertaking the risks of buying
the raw materfal and selling the manufactured goods. It was
only when steamgower began to displace water-power that
the size of the factories increased rapidly. But, both in its
carxier and its later forms, the new movement tended to release
the bonds that had bound nearly everyone to live in the
parish irr which he was born; and it developed free markets.
The working classes became move migratory, and more ac-
customed to try to sell their labour in the best market,
wherever it could be found, while the employers also ranged
far a-field in their search for workers.

§2. Thus the new organization of industry added vastly
to production; but it was accompanied by some great evils.

]

The new Which of these evils was unavoidable we cannot
organization  ¢u]]  For jlust‘. when the change was moving
accompanied

by greatewls. most quickly, England was stricken by a com-
bination of calamities almost unparalleled in history. They
were the cause of a great part—it is impossible to say of how
great a part—of the sufferings that re commonly ascribed to
the sudden outbreak of unrestrained competition. The loss of
her great colonies was quickly followed by the great French
war, which cost her more than the total value of the accu-
mulated wealth she had at its commencement. An un-
precedented gerieg,of bad harvests made bread fearfully dear.
And worse than all, o method of administration of the poor
law was adopted which undermined the independence and
vigour of the people.

The first part of last century therefore saw free enterprise
establishing itself in England under unfavourable circum-
stances, its evils being intensified, and its benefits being
lessened by external misfortunes,

The old trade customs and gild regulations were un-
suitable to the new industry. Tn some places they were
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abandoned by common consent: in others they were suc-
cessfully upheld for a time. But it wak a fatal Attempts to
sijccess ; for the new industry, incapable of flourish- maintain old
ing under the old bonds, left those places for EUlations:
others where it could be more free. Then the workers
turned to Government for the enforcement of old laws of
Parliament prescribing the way in which the trade should de
carried on, and even for the revival of the regulation of prices
and wages by justices of the peace. ’

These efforts could not but fail. The old regulations had
been the expression of the social, moral and economic ideas
of the time; they had been felt out rather than thought out;
they were the almost instinctive result of the experience of
generations of men who had lived and died under almost
unchanged economic conditions. In the new age ehanges
came so rapidly that there was no time for this. Each man
had to do what was right in his own eyes, with but little
guidance from the experience of past times; those #ho.en-
deavoured to cling to old traditions were quickly supplanted.

The new race of manufacturers consisted chiefly of’ those
who had made their own fortunes, strong, ready, enterprising
men; who, looking at the success obtained by their own
energies, were apt to assume that the poor and the weak
were to be blamed rather than to be pitied for their mis-
fortunes. Tmpressed with the folly of those who tried to
bolster up economic arrangements which {he strgam of pro-
gress had undermined, they were apt to think that nothing
more was wanted than to make competition perfectly free
and let the strongest have their way. They glorified indi-
vidualism, and were in no hurry to find a modern substitute
for the sovial and industrial bonds whish had kept men
together in earlier times. .

Meanwhile misfortune had reduced the total net income of
the people of England. In 1820 a tenth of it was absorbed
in puying the mere interest on the National Debt. The goods
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that, were cheapened by the new inventions were chiefly manu-
Influenceof  factured tommodities of which the working man
‘t':::‘s’;‘::;’ge . Was but a small consumer: but the Corn-Laws
nessoffood. prevented him frowr getting cheaply the bread
on which he ofien spent three-fourths of his little wages.
He had to sell his labour in a market in which the forces
of'supply and demand would have given him a poor pittance
even if they had worked frecly. But he had not the full
advantage of economic freedom; he had no efticient union
witl his fellows ; ho had neither the knowledge of the market,
nor the power of holding out for n reserve price, which the
seller of commuodities has, and he was urged on to work and to
let his family work during long hours and under unhealthy
conditions. This_reacted on the efliciency of the working
population, and therefore on the net value of their work, and
therefore it kept down their wages. The employment of chil-
dren during excessive hours began in the soventeenth century,
aned INﬁ’:uned gricvous till after the repeal of the corn laws. -
But after the workmen had recognized the folly of attemp: }
ing to revive the old rules wtrula,tmn‘ industry, there was
no longer any wish to curtail t,h(, freedom of enterprise.  The
su.ﬁ'eunrrs of the English people al their worst were never
cumlumblc to those which had been cansed by the want of
The new freedom in France hefore the Revolution ; and it
system saved 3
England from Va8 argued that, had it not been for the strength
Frencharmies, which England derived from her new industries,
she would probably have succumbed to a foreign military
despotism, as the free cities had done hefore her, Sinall as her
population was she at some times bore almost alone the burden
of war against a conqueror in control of nearly all the re
sources of the Continent ; and at other times subsidized larger.
but, poorer countries in the struggle agaicst him., Rightly or
wrongly, it was thought at the time that Europe might have
fallen pelmanently under the dominion of France, as she had
. fallen in an cailier age under that of Rome, had not the
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free cnergy of English industries supplied the sinews of war
against the common foe. Little was ghercfqre heard in com-
plaint against the excess of free enterprise, but much against
that 11m1ta.t10n of it whichsprevented Eunrhslnnen from obtain-
ing food from ahroad in return f01 the wanufactures which
they could now so easily produce.
And even trades-unions, which were then beginning ¢hat
_ brilliant though chequered carcer which has been more full
of interest and instruction than almost anytling else in
English history, passed into the phase of seeking little from
authority excepl to he Ieft alone. They had learnt by bitter
experience the folly of attempting iu enforce the old rules by
which Governmnent had directed the course of industry; and
they had as yet got no far-reaching views as to the regula-
tion of trade by their own action: their chief anxiesy was to
increase their own cconomic frecedomn by the removal of the
laws against combinations of workmen. »
, §3 It has been left for our own genemtlon t¢# perceive
ba.ll the evils which arose from this sudden in- Dangersofa
crease of economic freedon. Now first are wo Sidanie-
getting to understand the extent to which the dem.
capitalist cmployer, untrained to his new duties, was tempted
to subordinate the wellbeing of his workpeople to his own
desire for gain; now first arc we learning the importance
of insisting that the rich have duties as well as rights in
their mdlvuhml and in their collective r--nd.clt:x ; now first
is the economic problem of the new age showing itself to
us as it red,lly is. This is partly due to a wider knowledge
- and a growing earnestness. But however wise and virtuous
our grandfathers had been, they could not have seen things
as we do; for they were hurried along by urgent necessities
and terrible disasters.
But we must judge ourselves by a severer standard. For
we are not now struggling for national ex1stence and our
| resources have not been exha.ubted by great Wars: on the con,
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trary our powers of pjoduction have been immensely increased ;
'he nation  ande what¥s at least as important, the repeal of
is richer,and  the Corn Laws and the growth of steam com-«
need not sacri- . . .

fice everything munication have endbled a largely increased
to production.  5,hulation to obtain sufficient supplies of food on
casy terms. The average money income of the people has
“more than doubled; while the price of almost all important
comimodities except animal food and house-room has fallen by
one-half or even further. It is true that even now, if wealth
were distributed equally, the total production of the country
would only suffice to provide necessaries and the more urgent
comforts for the people, and that as things are, many have
barely the necessaries of life. But the nation has grown in
wealth, in health, ir_education and in morality ; and we are no
longer compelled to subordinate almost every other consi-
deration to the need of increasing the total produce of
inddstry’,

In pafticular during the present generation this increased
prosperity has made us rich and strong enough to impose
new restraints on free enterprise: some temporary material
loss being submitted to for the sake of a higher and greater
ultimate gain. But these new restraints are different from
the old. They are imposed not as a means of class domi-
nation ; but with the purpose of defending the weak, and
especially children and the mothers of children, in matters
in which th~ arc .ot able to use the forces of competition
in their own defence. The aim is to devise, deliberately and
promptly, remedies adapted to the quickly changing ciccum-
stances of modern industry; and thus to obtain the good,

1 In times of peace nn one ventures openly to rank money as of high
importance in comparison with human lives; but in the crisis of an expensive
war money can always be used so &s to save them. A general who at a
critical time sacrifices lives in order to protect material, the loss of which
would cause the loss of many men, is held to have acted rightly, thongh no
one would openly defend a sacrifice of soldiers' lives in order to save a few
army stores in time of peace.
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without the evil, of the old defence of the weak that in other
ages was gradually evolved by custom! And’by the aid of th8
telegraph and the printing-press, of represenfa- .y, influence
tive government and trade associations, it is °fath; :Cn‘;'
possible for the people to think out for *them- g:inpting-
selves the solution of their own problems, The Pr®% °
growth of knowledge and selfreliance has given them
that true self-controlling freedom, which enables them to
impose of their own free will restraints on their own
actions ; and the problems of collective production, collective
ownership and collective consumption are entering on a new
‘phase.

Projects for great and sudden changes are now, as ever,
foredoomed to fail, and to cause reachon. We are still
unable to move safely, if we move o fast that our hew plans
of life altogether outrun our instincts. Tt is true that human
nature can be modified ; new ideals, new opportuzlities. and
new methods of action ray, as history shows, alter it very
much even in a few generations. This change in human
nature has perhaps never covered su wide an area and moved
so fast as in the present generation. DBut still it is a
growth, and therefore gradual; and changes of our social
organization must wait on it, and therefore they must be
gradual too,

But though they wait on it, they may always keep a little
in advance of it, promoting the growth=uf ove pmovement
higher social nature by giving it always some towards

. . . higher

new and higher work to do, some practical ideal forms of col-
towards which to strive. Thus gradually we may lectivism.
attain to an order of social life, in which the common good
overrules individual caprice, even moré than it did in the
early ages before®the sway of individualism had begun. But
unselfishness then will be the offspring of deliberate will,
though aided by instinct individual freedony then will develop
itself in collective freedom ;—a happy contrast to the old

. M 2



18 BOOK I CH. 1L § 3.

order of life, in whish individual slavery to eustom caused
dollective slavery*and stagnation, broken only by the caprice
of despotism or the caprice of revolution. .

|'We have been looking at this movement from the English
point of view.| But other nations are taking their share in it.
America faces new practical difficulties with such intrepidity
and directness that she is already contesting with England the
leadership in economic affairs ; she supplies many of the most
instructive instances of the latest economic tendencies of the
age, such as the growing democracy of trade and industry, and
the development of speculation and trade combination in every
form, and she will probably before long take the chief part in
pioneering the way for the rest of the world. Nor is Australia
showing less signs of vigour than her elder sister ; she has in-
deed some advantage over the United States in the greater
homogencity of her people.

On the Continent the power of obtaining important results
by free association is less than in English speaking countries;
and in consequence there is less resource and less thoroughness
in dealing with industrial problems. But their treatment is
not quite the same in any two nations: and there is something
characteristic and instructive in the methods adopted by each
of them ; particularly in relation to the sphere of governmental
action. In this watter Germany is taking the lead. It has
been a great gain to her that her manufacturing industries
developed lator thas those of England ; and she has been able
to profit by England’s experience and to avoid many of her
mistakes.
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CHAPTER IIL
THE SCOPE OF ECONOMICS.

§ 1. Economics is a study of men as they live and move
and think in the ordinary business of life. It is gy, cpier
a study of real men, not of fictitious men, or gwt“'e“f
. usiness life

““economic men.” wms_mﬂﬁ_gbﬂy lrave a money
with those motives which affect, most powerfully ™eastre:
a,nd most bt,e.).(hly man’s conduct in the busmess_pa.nt_mf his_
hfe. Everyone who is worth anything carries shis, higher

nature with him into business ; and, there as elsewhere, he is
influenced by his personal aﬂ'ections, by his conceptjons of
duty and his reverence for high ideals. But, for all that, the
steadiest motive to business work is the degire fof the pa
wl'uch is the material reward of work. The pay may be on
its way to be spent selfishly or unscltishly, for noble or base
ends; and here the variety of human nature comes into~
play. But the motive is supplied hy a definjte amount of
£.5 d.: and it is this definite and exact money measurement
of the steadiest motives in business life, which has enabled
economics far to outrun every other branch of the study
of man. Just as the chemist’s fine balance has made
chemistry more exact than most other,physical sciences; so
this economist’s palance, rough and imperfect as it is, has made
economics more exact than any other branch of social science.
But of course economics cannot be compa.red with the exact
physical sciences: for it deals with the ‘ever changmg and
subtle forces,of human nature.
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. In fact the econorhisg only does in a more patient and
thoughtful way, and with greater precautions, what everybody
is always doingeevery day in ordinary life. He does not
attempt to weigh the real value of the higher affections of
our nature against those of our lower: he does not balance
the lgve for virtue against the desire for agreeable food.
Economics 1o estimates the incentives to action by their
follows the o effects just in the same way as people do in com-
5:3?,‘,?:,‘,“ mon life. He follows the course of ordinary
discourse. conversation, differing from it only in taking
more precautions to make clear the limits of his knowledge
as he goes. These precautions are laborious, and make some
people think that economic reasonings are artificial. But
the opposite is the f8ct. For he does but bring into promi-
nence those assumptions and reservations, which everyone

—‘7mkes_, unconsciously every day.

For insfance, if we find a man.in doubt whether to spend
a few pence on a cigar, or a cup of tea, or on riding howme
instead of walking home, then we may follow ordinary usage,
and say that he expects from them equal gratifications. Again
if we fing that the desires to secure either of two gratitications
will induce men in similar circumstances each to do just an
hour's extra work, or will induce men in the same rank of life
and with the same means each to pay a shilling for it, we then
may say that those gratifications are equal.

Next suppuse that the person, whom we saw doubting be-
tween several little gratifications for himself, had thought after
a while of a poor invalid whom he would pass on his way
home, and had spent some time in making up his mind whether
he would choose a physical gra.titﬁtion for himself, or would
do a kindly act and rejoice in another’s joy. As his desires
turned now towards the one, now the other, there would be
change in the quality of his men.al states. But the economist
treats them in the Grst instance merely as motives to action,
which are shown to be evenly balanced, since they aro
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measured by the same sum of mongy. A A study of these.
money values is only the sta.rtmn'-pmﬂt of econonucs T but itas 1
t"..l;;-s.ta.rtmtr—pomt

§2. Again the desirg to earn a shillj 1g is a much stronger
motive to a poor man wfth whom mongy is scarce than to a
rich one. A rich man, {n doubt whethler to spend a shilling
on a single cigar, is weighing against|one another smaller
pleasures than a poor mah, who is doubting whether to spend
a shilling on a supply of Aobacco that wxll last fiim for a
month. The clerk witlr £100/a year will walk to business in
a heavier rain than thef clerk with £300 & year, for if the
poorer man spends the money, he will suffer more from the
want of it afterwards thgn the richer would. The gratification

that is measgred in the poorer man’s ming” by\sixpence is
greater than/that s

Allowance for

peculiarjties of individuals to Nounterbalancl one tHe different
utilities of

another} the money wljich people of equal incomes mopey to rich

will giye to obtain & Benefit or avoid an injury iy and’poar.

or “ oenem.l purchasing power” or “com-
“Oyver matdrial wen,lth is the dentre around whlch
economx science/ elusters ; this is so, not because

Véﬂ Economic
aterial weu.lth is rggarded as the Hain motives are
aim of hu effort, nor even as affording the not exclusively

selfish,
main subject-matter for the study of the economist,
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- but becauge in this world of ours it iz the one convenient
means of measuring humdan motive on a large scale; and if
the older economists had made this clear, they would have
escaped many grievous misrepresentations. The splendid
teachings of Carlyle and Ruskin as to the right aims of
buman endeavour and the right uses of wealth, would not
then have been marred by bitter attacks on economics, based
on the mistaken belief that that science had no concern
with any motive except the selfish desire for wealth, or even
that it inculcated a policy of sordid selfishness.
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CHAPTER 1IV.

ECONOMIC LAWS,

§ 1. Tuis brings us to consider Economic Laws. Every
cause has a tendency to produce some definite
result if nothing occurs to hinder it. Thus Nearlyall
gravitation tends to make things full to the are statements

. . of tendencies,
ground ;: but when a balloon is full of gas laghter
than air, the pressure of the air will make it rise in.spite of
the tendency of gravitation to make it fall. The law of
gravitation states how any two things attract one another; how
they tend to move towards one another, and will move towards
one another if nothing interferes to prevent them. The law
of gravilation is therefure a statement of tendencies. *

Tt is a very exact stutement—so exact that mathe-
maticians can calculate a Nautical Almanac that .,
will show the moments at which each satellite 1aws of simple
of Jupiter will hide itself behind Jupiter. "< ¢
They make this calculation for many years beforehand; and
navigators take it to sea, and use it in finding out+there they
are. Now there are no economic tendencies which act as
steadily and can be mensured as exactly as gravitation can:
and consequently there are no laws of economics which can
be compared for precision with the law of gravitation.

§ 2. Let us then look ab a science less exact than
astronomy. The stience of the tides explains . .
how the tide rises and falls twice a day under laws of com-
the action of the sun and the moon: how there P'®*®cince®
are strong tides at new and full moon, and weak tides at the
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mooun’s first and thind quarter ; and how the tide running up
into a closed channel!like that of the Severn, will be very
high ; and so,on. Thus, having studied the lie of the land
and the water all round the British isles, people can calculate
beforehand when the tide will probably be at its highest on
any day at London Bridge, or at Gloucester ; and how high it
will be there. They have to use the word probably; which
the astronomers do not need to use when talking about the
eclipses of Jupiter’s satellites,. Why is that? The reason is
that though many forces act upon Jupiter and his satellites,
each one of them acts in a definite manner which can be
predicted beforehand. But no-ne knows enough about the
weather to be able to say beforehand how it will act: and
a heavy downpour of rain in the Thames valley or a strong
north-edst wind in the German Ocean may make the tides
at London Bridge differ a good deal from what had been
expected,

§ 3. { The laws of economics are to be compared with the
Thescience  1aWs of the tides rather than with the simple
of man is and exact law of gravitationy For the actions of
complex and . .
its lawe are  Inen are so various and uncertain, that the best
inexact. statement of tendencies that we can make in a
science of human conduct, must needs be inexact and faulty.
This might be urged as a reason against making any state-
ments at all on the subject ; but to do that would be almost
to abandsuy life.» Life is human conduct and the thoughts
that grow up around it. By the fundamental impulses of our
nature we all—high and low, learned and unlearned—are in
our several degrees constantly striving to understand the
courses of humun action, and to shape them for our purposes
whether selfish or unselfish, whether noble or ignoble. And
since we must form to curselves some notivns of the tendencies
of human action, our choice iv Letween forming those notions
carelessly and forming them cavefully, The harder the task,
the greater the need for steady patient inquiry; forgauming to
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account the experience that has been sreaped by the more
advanced physical sciences; and for frfming s best we can well
thought-out estimates, or provisional laws, of the tendencies of
human action. ¥ ‘

§ 4. Our plan of work is then this:—We study the
actions of individuals, but study them in relation to sqgig]
life. We take as little notice as possible of
individual peculiarities of temper and character. z‘;‘;:&‘gg"i::’;
We watch the conduct of a whole class of member of an
people—sometimes the whole of a nation, some- ;':.‘:3:"’1
times only those living in a certain district, more
often those engaged in some particular trade at some time
and place: and by the aid of statistics, or in other ways, we
ascertain how much money on the aversge the members of
the particular group we are watching, are just willing to pay
as the price of a certain thing which they desire, or how much
must be offered to them to induce them to undergo a ceflain
effort or abstinence that they dislike. The measurenient of
motive thus obtained is not indeed perfectly accurate; for
if it were, economics would rank with the most advanded of
the physical sciences; and not, as it actually does, with the
Jeast advanced.

But yet the measurzment is accurate enough to enable
experienced persons to furecast fairly well the extent of the
results that will follow from changes in which motives of this
kind are chiefly concerned. Thus, for instan.sy they can
estimate very closely the payment that will be required to
produce an adequate supply of labour of any grade, from the
lowest to the highest, for a new trade which it is proposed to
start in any place. And, when they visit a factory of a kind
that they have never seen hefore, they can tell within a
shilling or two a ¥eek what any particular worker is earning,
by merely observing how far his is a skilled occupation and
what strain it involves on hiu physical, 1ental and moral
faculties.
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And, starting frem simple considerations of this kind,
They can go on %o analyse the causes which govern the local
distribution of different kinds of industry, the terms on which «
people living in distant places excltange their goods with one
another, and so on. They can explain and predict the ways
Jdn which fluctuations of credit will affect foreign trade, or
again the extent to which the burden of a tax will be shifted
from those on whom it is levied on to those for whose wants
they cutér, and so on.

In all this economists deal with man as he is : not with an
abstract or *economic” man; but a man of flesh and blood ;

. one who shapes his business life to a great extent
Economists R . e .
deal mainly  with reference to egoistic motives; but also one
:;.il‘il;.:;‘:ts::: who isnot above the frailties of vanity or reck-
thelifeof a fic- lessness, and not below the delight of doing his
titious being. . .

wark well for its awn sake ; who is not below the

delight of sacrificing himself for the good of his family, his
neighbours, or his country, nor below the love of a virtuous
life for its own sake.

§5. Thus then a Jaw of social science, or a_Socigl Lazw,

. is a statement) of social tendencies; that is, a__
2:&,':“‘“;2‘“‘::,’ stalement that a certain comrse of action may
be expected pndep_ gcertnin conditions from the
~txpected_jnder. gertian Con - 0
members of a sucial group. \
weonomic laws, or statements of economic tendencies, are
and ecano- “ sucinl” luws Tolating (o hramchies of conduct in
mic.’ Which the strength of the motives chiefly con-
cerned can be measured by a money price.

Corresponding to the substantive “law” is the adjective
“legal” But this term is used in connection with *law”
in the sense of an ordinance of government ; not in connec-
tion with scientific laws of relation between eause and effect.
The adjective used for this purpose is derived from *norma,”
a term which is nearly equivalent to “law”; and we
‘say that the course of action which may be expected under
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certail conditions from the members of sn industrial group
is the mormal action of the members’ of thut  wormar
group relatively to those conditions. actlon,
Normal action is not always morally right; very often i
is action which we should use our utmost efforts to stop.
For instance, the normal condition of many of the ve,y
poorest inhabitants of a large town is to be devoid 5¢
enterprise, and unwilling to avail themselves of the oppor-
tunities that may offer for a healthier and less squalid }ife
elsewhere ; ithey have not the strength, physical, mental y5q
moral, required for working their way out of their miyg.
able surroundings. The existence of a considerable supply of
labour ready to make match-buxes at a very low rate jg
normal in the same way that a contortior, of the limby jg

o normal vesult of taking strychnine. Tt is one result 5
deplorable result, of the action of those laws which we hyye
to study. e

The earlier English cconomists paid almost exclutive g¢.
tention to the motives of individual action.

But it must not be forgotten that economists, L",ﬂ_‘;f;::::f#‘-
like all other students of social science, are o
concerned with individuals chiefly as members of the socip)
organism, As a cathedral is something more than the stopeg
of which it is buil, as a person is something more than ,
series of thoughts and feclings, so the life of suciety is sone.
thing more than the sum of the lives of its individusmembegg,
Tt iy true that the action of the whole is made up of that ,f
its constituent parts ; and that in most cconomic peoblems g
best starting-point is to be found in the motives thifk affact 1},q
individual, regarded not indeed as an isolated atoXibut ag 4
member of some particular trade or industrtal group s bt it is
also true, as German writers have well urged, that ecoﬁbn:,ics
has a great and an increasing guncern in motives connecged
with the collective ownership of property and the collectjye
pursuit of imporiant aims. Many new kinds of voluntury
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association are gwwing up under the influence of other
motives besides that Of pecuniary gain ; and the Co-operative
movement in particular is opening to the economist new
opportunities of measuring motives whose action it had seemed
impossible to reduce to any sort of Jaw’,

*1 For a continuation of this subject see Appendix A on Methods of Study.
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CHAPTER V.
SURVEY OF THE WORK TO BE DONE.

§1. Tar laws, or statements of tendeuncy, with which we

shall be chiefly concerned in this volume, are ..
ndencies

those relating to man’s Wants and their satisfac- studied in
tion, to the Demand for wealth and its Constimp- Bocks1HI—VI.
tion (Book IIT); to its Production, especially under the modern
organization of industry (Book 1V); to some of those general
relations between the demand for a thing, and the djfficulty
of providing a supply of it which govern Value (Book V); and
(Book VI) to Exchange in 1eld.tlon to the sttmbut';m of
the income of the nation between those who work with their
heads or hands, those who store up capital to provide
machinery and other things that will make labour more
efficient, and landowners ; or which is nearly the same thing
the broad features of the problem of wages, profits and rent.

The present volume deals mainly with the Economics of
Industry. A later volume will deal with the Ec6Bomics of
Trade and Finance. Tt will discuss systemns of money, credit
and banking; the organization of markets, the relation
between wholesale and retail prices; foreign trade; taxes and
other ways and means of collective action; and lastly public
responsﬂ)lhtles and the general functions of collective action
in economic affairs, whether through the Government, through
the form of opinion, or through Yoluntary co-operation.

§ 2. Economics is thus taken to meanea study of the
economic aspects and conditions of man’s political, social and
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private life ; byt mora cspecially of his social life. The aims
of the study are to gain knowledge for its own
sake, and to obtain guidance in the practical
conduct of life, and especially of social life;
the need for such guidance was never so urgent as now.

It would indeed be a mistake to be always thinking
His first duty of the practical purposes of our work, and
is todiseover planning it out with divect reference to them.
truth. For by sv doing we arc tempted to break off
each line of thought as soon as it ceases to have immediate
bearing on that particular aim which we have in view at
the time: the direct pursuit of practical aims leads us to
group together bits of all sorts of knowledge, which have
no counection with one another cxcept for the inimediate
purposes of the moment, and throw bhut little light on
oge another. Our mental energy is spent in going from
one loeanother ; nothing is thoroughly thought out; no real
progress is made. The grouping, thervefore, which is best for
the purposes of science is that which collects together all
those facts and reasonings which are similar to one another in
naturk : so that the study of each may throw light on its
neighbour.

And yet it may he well to have hefore us at starting
But the direc.  S0mie  tolerably clear notion of the practical
tions of his problems which supply the chief motive to the
search are W .
indicated by  Study of the modern economist. Many of them
:;5;{‘:;:.‘:“1 do not lie quite within the range of his science,

and none of them can be fully answered by mere
science : the ultimate resolve must always lie with conscience
and common senge. But the following are some of the
chief issues which are of special urgency in England in our
own generation, and to which economics can contribute some
important material of carefully arranged facts and well con-
sidered arguineifts :—

liow should we act so as to increase the good and diminish

Aims of the
economist.
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the evil influences of economic freedlumf both in its ultimate
results and in the course of its prowres:,? Tf the first are
good and the latter cvil, but those who suffer the evil do not
reap the good, how far is it right that they should suffer for
the benetit of others {

Taking it for granted that a more equal distribution.ef
woalth is to be desired, how far would this justify changes in
the institutions of property, or limitations of free enterprise
even when they would be likely to diminish the aggregate of
wealth? In other words, how far should an increase in the
income of the poorer classey and a diminution of their work
be aimed at, even if it involved soine lessening of national
material wealth? Ilow far could this be done without in-
Jjustice, and without slackening the eneegics of the leaders
of progress? How ought the burdens of taxation to be
distributed among the (hﬂ'u(.u(, classes of society ?

Ought we to rest content with the existing forms of
di\lsluu of lahour? Ts¢ it necessary that large numbiers of
the people should be exclusively occupied with work that has
no clevating character? Is it possible to educate gradually
among the great mass of workers a new capacityl.for the
higher kinds of work; and in particular for undertaking
co-operatively the management of the Lusinesses in which
they are themselves employed ?

What are the proper relations of individual and collective
action in a stage of civilization such as ours? He® far ought
voluntary association in its various forws, old and new, to
be left to supply collective action for those purposes for
which such action has special advantages? What business
affairs should be undertaken by society itself acting through
its Government, imperial or local? Ha%e we, for instance,
carried as far as Sve should the plan of collective ownership
and use of open spaces, of works of art, of the means of
instruction and amusement, as well as of those material re-
quisites of a civilized life, the supply of which requires united
action, such as gas and water, and railways?
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‘When Governmentt 'loes not itself directly intervene, how
Yar should it allbw individuals and corporations to conduct
their own affairs as they please? How far should it regulate
the management of railways and other concerns which are
to some extent in a position of onopoly, and again of land
and other things the quantity of which cannot be increased
by man? Is il necessary to retain in their full force all the
existing rights of property; or have the original necessities
for which they were meant to provide, in some measure
passed away {

Are the prevailing methods of using wealth entirely
justifiable? What scope is there for the moral pressure of
social opinion in constraining and directing individual action
in those economic relations in which the rigidity and violence
of Government interference would be likely to do more harm
than good ¢

In what respect do the duties of one nation to another
in economic matters differ from those of members of the
same hation to one anothert
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SOME FUNDAMENTAL NOTIONS,

CHAPTER L

INTRODUCTORY.

§1.LS Economics is the study of man’ ionssin_the
ordinary affairs of life, _i@ﬁdiﬁ)_b_orrow IOTe | ities of
thanother sciences do_from common experience.) definitfon in
Tt Teasonings must therefore be expressed in ©“omO™o*
language that is intelligible to the general public; it must
endeavour to conform itself to the familiar terms of every-
day life, and, so far as possible, to use them as they are com-
monly used. . “«

But unfortunately almost every word in common use
has several shades of meaning, and therefore needs to be
interpreted by the context. Kconomists must take, as the
standard use of their words, that whigh seems most in
harmony with every day usage in the market place; and
they must add a little special interpretation wherever it
is necessary. For by this meahs only can they say exactly
what they want to say without perplexihg the general
reader.
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CHAPTER IL
WEALTH.

§ 1. Our difticulties begin at once. L Wealth” is really
the same word as well-being : but in its common use it means
only material possessions of different kinds.) Further “a
wealthy man” is a person who has a great deal of wealth:
and so economists have sometimes been blamed for speaking
of the “wealth” of the labourer. It is argued that as he is
nq) wealthy, he cannot properly be said to possess wealth.
But this objection must be set aside: and we must persist in
raying that the cottager’s furniture, and other household
goodssconstitute his little stock of wealth.

This word “goods” is a useful one. | A man’s goods are

Go:da commonly understood to be his material posses-

*  sions )(But the word is often used more broadly ;
as when we say it is a great good to a man to be able to find
recreation in reading or music after his day’s work is donen
This use of the word has been adopted by economists of other
countries: it is practically very convenient; and it is sufli-
ciently in accordance with popular usage in this country for
us to adhere to it.

UThus then Goods are all desirable things, all things that
satisfy human wants.y

All wealth consists of things that satisfy wants, directly or
indirectly. 'jJAll wealth therefore consists of desirable things
or “goods'; but not all goods are reckoned as wealth, The
. affection of friends, for instance, is a very important element

of well-being, but it is not ever reckoned as wealth, except by
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# poetic licence. Let us begin by ciassifying goods, and
then consider which of them shceuld be accounted as elements
of wealth,

Desirable things are Material, or Personal and Non-
material.  Material goods consist of wseful ¢i..cifcation
material things, and of all rights to hold, or ofgoods.seie
use, or derive benefits from material things, or to receive
them at a future time. .

Thus they include the physical gifts of nature, land and
water, air and climate ; the products of agriculture, mining,
fishing, and manufacture; buildings, machinery, and imple-
ments ; mortgages and other bonds; shares in public and
private companies, all kinds of monopolies, patentrights,
copyrights; also rights of way and other rights of usage.
Lastly, opportunities of travel, access Lo good scenery, museums,
&c., ought, strictly speaking, to be reckoned under this head.

LA man's non-material goods fall into two classes, One
consists of his own qualities and faculties for action and for
enjoyment ; such for instance as that faculty of derjving
recreation from reading or music, to which we have just
referred,  All these lie within himself and are called in-
ternal. The second class are called external because they
consist of relations beneficial to him with other people. Such,
for instance, were the labour dues and personal services of
various kinds which the ruling classes used to require from
their serfs and other dependents. But these “Tave passed
away ; and the chicf instances of such relations benefivial to
their owner now-a-days are to be found in the good will and
business connection of traders and professional men.)/

Again, goods may be transferable or nongtransferable. |Every
thing that can bg bought or sold is of course transferable.
But a person’s “internal” facultics for action and enjoyment
are non-tra.nsferab]e.—) A succesiful tradesman or medical prac-
titioner may sell the goodwill of his husines?. But at first, at
all events, the business will not be as good to the new comer
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@8 it was to him; Betnuse part of his business connection
depended on personal trust in him; and that was non-
transferable.

Those goods are free, which are not appropriated and are
afforded by Nature without requiring the effort of man. {The
#nl in its original state was a free gift of nature. But in
settled countries it is not a free good from the point of view
of the individual)\ Wood is still free in some Brazilian forests :
the fish of the sea are free generally: but some sea fisheries
are jealously guarded for the exclusive use of members of a
certain nation, and may be classed as national property.
Oyster beds that have been planted by man are not free in
any sense. Those that have grown naturally are free in every
sense if they are not appropriated : if they are private property,
they are still free gifts from the point of view of the nation ;
but, since the nation has allowed its rights in them to become
vested in,individuals, they are not free from the point of view
of the individual; and the same is true of private rights of
fishing ,in rivers. The wheat grown on free land and the fish
caught in free fisheries are not free: for they have been
acquired by labour.

§ 2. When a man’s wealth is spoken of simply, and with-

oub any interpretation clause in the context, it is

‘Wealth. .

L to be taken to consist of two classes of goods.

\_In the first class are those material goods to which he has
(by law or*®ustom) private rights of property.r These include
not only such things as land and houses, furniture and
machinery, and other material things which may be in his single
private ownership ; but also any shares in public companies,
bonds, mortgages and other obligations which he may hold
requiring others to pay money to him. On the other hand,
the debts which he owes to others may be regarded as negative
wealth; and they must be subtracted from his total posses-
sions before his true Net wealth can be found. It is perhaps
hardly necessary to say that services and other goods, which
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pass oub of existence in the same 11§|;u.nt that they come,
into it, do not contribute to the stock of %vealth, and may
therefore be left out of our account.

In the second class are those of his non-material goods
which are external to him, and serve directly as the means of
enabling him to acquire material goods. Thus it excludes.ald
his own personal qualities and faculties, even those which
enable him to earn a living. But it includes his buginess or
professional practice, and especially that ¢ goodwill,” which
can be transferred by sale to a new comer,

It is true that, pursuing the lines indicated by Adam Smith
and followed by most continental economists, we
might define Personal Wealth so as to include :‘e':l‘::“l
all those energies, faculties, and habits which
directly contribute to making people industrially efficient.
But confusion would be caused by using the term wealth”
simply when we desire to include a person’s ipdustrial
qualities, For this purpose it will be best to use the more
explicit phrase “material and personal wealth.” [{Wealth”
simply should e/ways mean external wealth only. *

§ 3. 'We have still to take account of those of a mands goods
which are common to him with his neighbours; and which there-
fore it would be a needless trouble to mention when comparing
his wealth with theirs, But these goods may be important
for some purposes, and especially for comparisons between the
economic conditions of distant places or distant titifbs.

They consist of the benefits which he derives from being a
member of a certain State or community. They include civil
and military security, and the right and opportunity to make
use of public property and institutions of all kinds, such as
roads and gaslight; and they include rights to justice or to
a free education, ‘¢c. The townsman a.nd the countryman
have each of them for nothing many advantages which the
other either cannot get at all, or can get only at great expense.
Other things being eaual. one person has more real wealth in
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Jts broadest sense thajy another;\if the place in which the
former lives has's better climate; better roads, better water,
more wholesome drainage, and cheaper and better newspapers,
and places of amusement and instruction. House-room, food
and clothing, which would be insufficient in a cold climate, may
digabundant in a warm climate: on the other hand, that
warmth which lessens men’s physical needs, and makes them
rich with but a slight provision of material wealth, makes
them poor in the energy that procures wealth.

LMu.ny of these things are collective goods ; i.e. goods which
are not in private ownership. And this brings
us to consider wealth from the Social, as opposed
to the Individual point of vie

The most obvious forms of such wealth are public material
property of all kinds, such as roads and canals, buildings and
parks, gasworks and waterworks; though unfortunately many
of them have been secured not by public savings, but by pnblic
borrowings, and there is the heavy “negative” wealth of a
large debt to be set against them.

The Thames has added more to the weallth of England
than adl its canals, and perhaps even than all its railroads.
And, though the Thames iy a free gift of nature, except in
so far as its navigation has heen improved, while the canal is
the work of man, we ought for many purposes to reckon
the Thames a part of England’s wealth. Again, German
economist®™delight to insist that the organization of a free
and well-ordered State is an element of national wealth.

Y National wealth includes the ipdividual as well as the
collective property of its members)\ And in estimating the
aggregate sum of their individual-Wealth, we may rave some
trouble by omitting"all debts and other obligations due to one
member of a nation from another. For instance, so far as the
English national debt and tle bonds of an English railway
are owned within, the nation, we can adopt the simple plan of
counting the railway itself us part of the national wealth, and

N
' Collective
LLg‘:n:lds.
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neglecting Government and railway bdadk altogether., But
we still have to deduct for those bonds, &c.,’ issued by the
English Government or by private Englishmen, and held by
foreigners ; and to add for those foreign bonds, &c., held by
Englishmen.
§4. The notion of Value is intimately connected withy
that of Wealth; and a little may be said about
it here. “The word value” says Adam Smith Vatue.
“has two different meanings, and sometimes express;es the
utility of some particular object and sometimes the power
of purchasing other goods which the possession of that object
conveys.” But experience has shown that it is not well to
use the word in the former sense.
- The value, that is the exchange value, of one thing in
terms of another at any place and time, is the amount of that
second thing which can be got there and then in exchange for
the first. Thus the term value is relative, and expresses th
relation between two things at a particular place and tfme.
Civilized countries generally adopt gold or silver or bot

as money. Instead of expressing the values of lead and tin,
and wood, and corn and other things in terms of one angther,
we express them in terms of money in the first instance ; and
eall the value of each thing thus expressed its price, If we
know that a ton of lead will exchange for fifteen sovereigns
at any place and time, while a ton of tin will exchange for
ninety sovereigns, we say that their prices then and.éhere are
£15 and £90 respectively, and we know that the value of a
ton of tin in terms of lead is six tons then and there.

he price of every thing rises and falls from time to
time and place to place; and with every such change the
pirchasing power of mongy-changes so far ds that thing goeer
If mﬁﬁ'ﬁé’pbwer of money rises with regard to some
things, and at the same time falls equally with regard to
equally important things, its general purchgsing power (or
-its power of purchasing things in general) has remajned
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stationary. This ph“'ase conceals some difficulties, which we
must study later on.” But meanwhile we may take it in its
popular sense, which is sufficiently clear; and we may
throughout this volume neglect possible changes in the general
purchasing power of money. Thus the price of anything will
be taken as representative of its exclpnge value relatively to
Things in general, or in other rds as representative of its
gencral purchasing power,
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CHAPTER III
PRODUCTION. CONSUMPTION. LABOUR. NECESSARIES,

§ 1. MAN cannot create material things. In the mentas

and moral world indeed he may produce new .

pro-
ideas; but when he is said to produce material duce gnly
things, he really only produces useful results or “tHtes
“utilities” ; or, in other words, his efforts and sacrifices result
in changing the form or urrangement of matter to adapt
it better for the sutisfaction of wants. All that he can do
in the physical world is either to re-adjust matter so as to
make it more useful, as when he makes a log of wood into
a table; or to put it in the way of being made more useful
by nature, as when he puts seed where the forces of nature
will make it burst out into life. v .

Tt is sometimes said that traders do not produce: that
while the cabinet-muker produces furniture, the furpiture-
dealer merely sells what is already produced. But there is no
scientific foundation for this distinction. They both produce
utilities, and neither of them can do more: the furniture-
dealer moves and re-arranges matter so as to make it more
serviceable than it was Lefore, and the carpenter does nothing
more. The sailor or the railway-man who carries coal above
ground produces a further utility, just as much as'the miner
who carries it underground ; the dealer in fish helps to move
on fish from where it is of comparatively little use to where
it is of greater use, and the fisherman does no morve. 1t is
true that there are often more traders than are necessary to
do the work; and whenever that is the case, there is waste.
But there is also waste if there are two men to a plough
which can be well worked by® one man: in both cases all
those who are at work are productive; though they may
produce but little,
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Consumption My, be regarded as negative production.
and can con. I USt as man can produce only “utilities,” so he
sume only can consume nothing more. He can produce ser«
ntilities. vices and other immaterial products, and he can
consume them. But as his production of material products is
Leally nothing more than a rearrangement of watter which
gives it new utilities; so his consumption of them is nothing
more than a disarrangement of matter, which lessena or
destroys its utilities, Often indeed when he is said to con-
sume things, he does nothing more than to hold them for his
use, while, as Senior says, they ‘“are destroyed by those
numerous gradual agents which we call collectively time.”
As the “producer” of wheat is he who puts seed where Nature
will make it grow, so the “consumer” of pictures, of curtains
and even of a house or a yacht does little to wear them out
himself ; but he holds them and uses them while time wastes
them.

§2. All labour is directed towards producing some effect.

For though some exertions are taken merely for
Nearly,ait . .
fatBurisin  their own sake, as when a game is played for amuse-
somesense  mept, they are not counted as labour. Jevons
productive.

well defined lubowr as any exertion of mind
or body undergone partly or wholly with a view to some
good other than the pleasure derived directly from the
work. If we had to make a fresh start it would be best
to regardmall labour as productive except that which failed
to promote the aim towards which it was directed, and so
produced no utility. And, on the whole, “Productive” when
used by itself as a technical term leads to more trouble than
it is worth. “Productive of” really means *that which
produces”; and the only safe course is to finish the phrase,
and say straight out what it is thatis produced. For instance
we may speak of labour as productive of material wealth, of
necessaries, &e.

§ 3. This brings us to consider the term Necessaries.
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It is common to divide wealth into N jewsaries, Comforts
and Luxuries; the fizst class including all things required to
meet wants which must be satisfied, while the latter consist
of things that meet wants of a less urgent character. But
here again there is a troublesome ambiguity. When we say
that a want must be satisfied, what are the consequences
which we have in view if it is not satisfied? Do they include”
death? Or do they extend only to the loss of strength and
vigour? In other words, are Necessaries the things which are
necessary for life, or those which are necessary for efliciency ?

The older use of the term Necessaries was limited to those
things which were sufficient to enable the labour- .
ers, taken one with another, to support them- E‘,:Z’,:Z:;,’:,,
selves and their familics. But we now recognise and :;" effi-
that a distinetion must be made between the
necessaries for efficiency and the necessaries for existence;
and that there is for each rank of industry, at any time and
place, a more or less clearly detined income which is necdssary
for merely sustaining its members; while there is another
and larger income which is necessary for keeping it in~fid)
efficiency. .

Thus in the South of England population has increased
during the present century at a fair rate, allowance being
made for migration. Bul the efliciency of labour, which in
earlier times was as high as that in the North of England,
has sunk relatively to the North; so that the lowwaged
labour of the Nouth is often dearer than the more highly paid
labour of the North. This indicates that the labourers in
the South have had the bare necessaries for existence and
the increase of numbers, but they have not had the necessaries
for efficiency. o

It may be true that the wages of any industrial class
might have sufficed to maintain & higher efficiency, if they
had been spent with perfect wisdom. But every estimate of
necessaries must be relative tu a given place and time; and
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unless thero be awpcial interpretation clause to the contrary,
it may be assumed that the wages will be spent with just
that amount of wisdom, fore whish

mong the mdustrml class under discussion,
1s understanding we may say that the income of any
class in the ranks of industry is below its necessary level,
" when any increase in their income would in the course of
time produce a more than proportionate increase in thei
efficitncy. Consumption may be economized by a change ol
habits ; but any stinting of necessaries is wasteful.

The necessaries for the efficiency of an ordinary agricul-
tural or of an unskilled town labourer and his family, in
England in this generation, may be said to consist of a well-
drained dwelling with several rooms, warm clothing, with
some changes of under-clothing, pure water, a plentiful supply
of cereal food, with a moderate allowance of meat and milk, and
n little tea, &c., some education and some recreation, and lastly,
suffictent freedom for his wife from other work to enable her
to perform properly her maternal and her household duties.
3 th any district unskilled labour is deprived of any of these
things, its efliciency will suffer in the same way as that of a
horse that is not properly tended, or a steam-engine that has
an inadequate supply of coals. All consumption up to this
limit is strietly productive consumption: any stinting of this
consumption is not economical, but wasteful,

Inddition, perhaps, some consumption of alecohol and
Conventional  tobacco, and some indulgence in fashionable dress
necessanes.  gre in many places so habitual, that they may be
said to be conventionally mecessary, since in order to obtain
them, the average man and woman will sacrifice some things
which are necessury for efficiency. Their wages are therefore
less than are practically necessary foi <fficiency, unless they
provide not only for what is strictly necessary consumption,
but include al?o a certain amount of conveiftional necessaries.
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CHAPTER 1IV.
CAPITAL. INCOME.

§ 1. It is customary to divide the stock of goods which
constitutes wealth into that which is and that which is not
capital. But the purposes for which the division is wanted are
many and various; and in consequence the term Capital has .
many uses both in the language of the market-place and
in the writings of economists. In fact there is no other
part of economics in which the temptation is so strong do
invent a completely new set of terms. E.But this would throw
the science out of touch with real life.) We must therefsre
take the ordinary usages of the term a3the foundation of our
account ; and add such explanations, as are required to give
to our use of the term some measure of clearness and precision.

Adam Smith said that a person’s caplta.l is that pa,rt of
his stock from which he expects to derive an income; Captal
and in fact each use of the term capital has cor-  yields
responded more or less closely to one of the uses  "°°™*
of the term Income; and there is an advantage in studying
the two terms Capital and Income together.

In a primitive community no distinction is made between
capital and other forms of wealth: each family is Income in
nearly self-sufficing, and provides mdst of its own  its broad
food and clothing and even household furniture.» "%

Only a very small part of the income, or comings in, of the
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family are in thetform of money ; when one thinks of their
income at all, one reckons in the benefits which they get from
their cooking utensils just as much as those which they got
from their plough: one draws no distinction between their
capital and the rest of their nccumulated stock, to which the
cooking utensils and plough alike belong.

But with the growing use of money in common life the notion

- ~of income has heen more and more confined to
;{;:;’:pggg;‘“" those comings in which are in the form of money;
to ‘money-  or else—like the free use of a house, the free
income coals, gas, water, &c., of some employees—take
the place of things on which most people spend a part of
their money-income.

Tn harmony with this meaning of Income, the language of
the mavket-place commonly regards a man's capital as that
. part of his wealth which le devotes to acquiring an income

in she form of moncy; or, more generally, to acquisition
hy means of tradc, Tt may be convenient sometimes to speak
l'.o*’.. this as his T'rade capital ; which may be defined to consist
of those things which a person unses in his trade, such as the
factory and the business plant of a manufacturer ; that is, his
machinery, his raw material, any food, clothing, and house-
room that he may hold for the use of hig employees, and the
goodwill of his business, .\nd of course we must add to the
things in his possession those to which he has a right and
from“which he is drawing income: including loans which he
has made on mortgage or in other ways, and all the command
over capital which he may hold in the form of shares of railway
companies, &e., and again of money which he may keep with
his banker. On the other hand debts owed by him must be
deducted from his capital. This may he taken as the standard
use of Copital for the purposes of business life.
§2. Dut a broader use is needed when we come to regard
Social  -capital from the point of view, not of the indi-
capital, vidual, but of Society as a whole; or, in other
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words, when we seek for a definition of cijpftal m general, or
Soctal Capital.

—~ The chief difference relates to land, and other free gifts
of nature. The balance of usage and convenience jandis

is in favour of reckoning rights to land as part of ~ omitted.
individual capital. But when regarding capital from the social
point of view it is best to put under separate heads those of
the nation’s resources which were made by man, and those
which were not; and {o separate the capital which is the
result of labour and saving from those things which nature
. has give. freely.

. This plan is well adapted for the main purposes of the
economist, TFor indeed his chief concern with capital in
general, or social capital, is when he is considering the way
in which the three agents of production, land (i.e. natural
a.nents), lahour and capital, contribute to producing the national
income (or the Nationul Dividend, as it will be ca,lled later
on); and the way in which this is distributed among the thiree
agents.

This fact points further to the convenience of keeping‘dp
a close relation between our uses of the terms Capital,and
Income from the point of view of society as we did from that
of the individual. But of course income is now to be treated
more broadly and not strictly limited to that which takes the
form of money. All wealth is designed to yield what in pure
theory may be called an In-como of benefit or gain :4 some
form or other; and the language of the market-place, while
refusing to admit so broad a use of the term Income as that,
commonly includes a certain number of forms of income, other
than money income.

This use is exemplified in the rules of the income-tax
commissioners, who dount in everything which is commonly
treated in a business fashion; ewen though it may happen,
like a dwelling-house inhabited by its owner, to yield its
income of comfort directly. That is done partly because of
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the practical impoyfance of housercom, and partly because
the real incoime from it can easily be separated off and esti-
mated. -

In the present treatise therefore, capital in general, i.e.
capital regarded from the social point of view, will be taken

1o consist of those kinds of wealth, other than the free gifts
of nature, which yield income that is generally reckoned as
such in common discourse: together with similar things in
public ownership, such as government factories,

Thus it will include all things held for trade purposes,
whether machinery, raw material or finished goods; theatres
and hotels, home farms and houses: but not furniture or
clothes owned by those who use them. For the former are,
and the latter arc not commonly regarded by the world at
large as yielding income.

§ 3. Mt is tr _e_>o have to use the word Capital

T two senses so different as those of the two

Relation preceding sections. But il cannot be helped.
etween m . .
different The use of the word to meun Trade-capital is well
use, of the

term Capitat, dapted for many purposes of economic inquiry,

" as well as for the practical needs of business.
And it is so firmly established in the market-place that there
would be no wisdom in an attempt to dislodge it.

But the second use of the word to mean “Social capital” is
equally necessary in its place. That use, or one differing from
it only. in small matters of detail, has been the chief use of
the term in their most important discussions by the economists
of all countries from the dawnings of economic science till
now. And it is very often used by business men and states-
men in broad discussions of public well-being; so it also is
indispensable.

In ordinary conversation people are apt to pass from one
use of the word to the other, without noticing the change,
This causes confusion, which can sometimes be set right at
vnce, by someone’s breaking in and asking “are you speaking
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of capital in a broader sense than before,’] #r “in a narrower
sense” as the case may be. But the economist-cannot afford
4p run the risk of confusions of this kind. Hc must always
make quite sure that he knows what he means himself; and
he must not trust to someone’s interrupting him and asking
him to explain himself. 'PAnd this makes it seem as though he _
were introducing new difficulties that are not met with in
common conversation. But that is not the case. He does not
make new difficulties. He merely brings into prominence’some
that are latent in every day discourse. The trouble of examin-
ing them in a good light is worth what it costs; for it saves
constant confusion of thought.

Finally it should be remarked that though there is no
perfectly clear and consistent tradition as to the verbal defini-
tion of capital ; there is a clear tradition that we should use
the term Wealth in preference to Capital when our attention
is divected to the relations in which the stock of useful things
stands to general well-being, to methods of consumptioh, and
to pleasures of possession: and that we should use the term
Capital when our attention is directed to those attributes of
productiveness and prospectiveness, which attach to all the
stored-up fruits of human effort, but are more prominent in
some than in others. We should speak of Capital when con-
sidering things as agents of production ; and we should speak
of Wealth when considering them as results of production, as
subjects of consumption and as yielding pleasures of poggession.

Thus the chief demand for capital arises from its pro-
ductiveness, from the services which it renders, for instance,
in enabling wool to be spun and woven more easily than by
the unaided hand, or in causing water to flow freely wherever
it is wanted instead of being carried labgriously in pails;
(though there are other uses of capital, as for instance when
it is lent to a spendthrift, which eannot easily be brought
under this head). On the other hand the supply of capital
is controlled by the fact that in order to accumulate it, men

M. 3
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must ack _prospectvely : they must “wait” and “save,” they
must sacrifice the present to the futuro. And these two
attributes have much in common. For, as we saw in the
last chapter, it is usual to speak of labour as employed
productively when it provides for wants of the future rather
than the present.
* §4. Capital has been classed as consumption capital, and
auxiliary or instrumental cupital. It seems necessary to retain
this Jdistinction because it is often used. Dut it is not a good
one: no clear line of division can be drawn bLetween the two
classes. The general notivn of the distinction which the termns
are designed to suggest, can however be gathered from the
following approximate definitions.
™. Consumption capital consists of goods in a form to satisfy
Consumption  Wants directly ; that is, goods which afford a direct
capital. sustenance to the workers, such as fuod, clothes,
house-room, &e.
= duailiary, or instrumenial, capital is so ealled because
 Auxitiary it consists of all the goods that aid labour in
capital, production. Under this head come tools, machines,
factories, railways, ducks, ships, &c. ; and raw materials of all
kinds.

But of course a man’s clothes assist him in his work and
are instrumental in keeping him warm; and he derives a
direct benefit from the shelter of his factory as he does from
the shelter of his house.

Next we may follow Mill in distinguishing circulating
Circulating cuprital “which fulfils the whole of its office in
and fixed the production in which it is engaged, by a
capital, . . . h k

single use,” from fived capital “which exists in a
durable shape apd the return to which is spread over a period
of corresponding duration.”

§ 5. To return to Income. If a person is engaged in
business, he is sure to have to incur certain outgoings for raw
material, the hire of labour, &c. And, in that cage, his true
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or Net Income is found by deducting from }lis gross income the
outgoings that belong to its production. - Net income.
—= Now anything that a person does, for which he is paid
directly or indirectly in money, helps to- swell his money
-income; while no services that he performs for himself are
Yeckoned as adding to his nominal income. Thus » woman
who makes her own clothes, or a man who digs in his own
garden or repairs his own house, is earning income just
as would the dressmaker, gardener or carpenter who_thight
be hired to do the work.

It would be a great convenience if there were two words

vailable: one to represent a person’s total income and an-
L;her Lis money income, 4.e. that pavrt of his total income
which comes to him in the form of money. For scientific pur-
puses it would be best that the word income when oceurring
alonc should always mean total real income. But as this plan
is inconsistent with general usage we must, whenever there is
any danger of misunderstanding, sny distinetly whethér -the
term is to be taken in its narrower or its broader use.

Tn this connection we may introduce a term of witieh
wo shall have to make frequent use hereafter. wetadvep-
The need for it arises from the fact that every teges.
vecupation involves other disadvantages besides the fatigue
of the work required in it, and every occupation offers other
ardvantages besides the receipt of money wages, The true
reward which an occupation offers to labour has tv b calcu-
lated by deducting the money value of all its disadvantages
from that of all its advantages; and we may describe this
true reward as the Net Advantayes of the occupation.

§ 6. The income derived from wealth hus many forms. It
includes all the various benefits which a pemson derives from
the ownership of wealth whether he uses it as capital or
not, Thus it includes the henefits which he gets from the
use of his own piano, equally with those which a piano dealer
would win by letting out a piano on hire. And it includes,
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as a special case) the money income which is derived from
capital. This income is most easily measured when it takes
Interestor  the form of a payment made by a borrower fez
capital. the use of a loan for, say, a year; it is then
expressed as the ratio which that payment bears to the loan,
and is called Interest.

This is one of a group of notions, which we shall need to
study carefully hereafter, but of which provisional definitions
may ¢onveniently be introduced here.

When a man is engaged in business, his Profits for the
year are the excess of his receipts from his busi-
ness during the year over his outlay for his

business ; the difference between the value of his stock and
plant at the end and at the heginning of the year being taken
as part of his receipts or as part of his outlay, according as
there has been an increase or decrease of value. What re-
Earnings of  Inains of his profits after deducting interest on
Maragiment, hig capital at the current ratc may be called his
Earnings of undertaking or management.

) ‘umm tlig ownership of land and other
free gifts of nature is commonly called ZRent;
and the term is sometimes stretched, so as to
include the income derived from houses and other things the
supply of which is limited and cannot quickly be increased.

§ 7.1 Social Income may be estimated by adding together
the incomes of the individuals in the society in
question, whether a nation or any other larger
or smaller group of persons. But to reckon it directly
is for most purposes simplest and best. Everything that is
produced in the course of a year, every service rendered, every
fresh utility broujtht about is a part of the national income.

Thus it includes the benefit derived *from the advice of a
physician, the pleasure got from hearing a professional singer,
and the enjoyment of all other services which one person may
be hired to perform for another. It includes the services

Profits,

kent.

Social income.
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rendered not only by the omnibus driver but also by the
coachman who drives a private carriage. It includes the
‘services of the domestic servant who makes or mends or
cleans a carpet or a dress, as well as the results of the
work of the upholsterer, the milliner, and the dyer.

‘We must however be careful not to count the same thing -
twice. If we have counted a carpet at its full value, we have
already counted the values of the yarn and the labour that
were used in making it; and these must not be cotnted
again'.

1 Suppose however a landowner with an annual income of £10,000 hires a
private secretary at a salary of £500, who hires a servant.at wages of £50. It
may seem that if the incomes of all tlxcgshﬂmm}:; counted in as part
of the net income of the country, some of it will be counted twice over, and
some three times. But this is not the case. The landlord transfers to his
secretary, in return fur his assistance, part of the purchasing power derived
from the produce of land; and the secretary again transfers part of this to his
servant in return for his assistance. The farm produce the value of which
goes as rent to the Iandlord, the assistance which the Jandlord derives from
the work of the secretary, and that which the secretary derives from the work
of the servant are imlependent parts of the real net income of the country;
and therefore the £10,000 and the £500 and the £50 which are their mgney
measures, must ull be counted in when we are estimating the income of the
eountry, But if the landlord makes an allowance of £500 a yéar fo his son,
that must not be counted as an independent income; becansgéio servicks ara
rendered for it,and it would not be assessed to the Income-tafk.
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BOOK III.

QN WANTS AND THEIR SATISFACTION.

CHAPTER I

INTRODUCTORY.

Ix Book III. we are to make a short provisional study of
wants and their satisfaction; or, to express nearly the same
thing in other words, of demand and consumption.

~Ihis subject has been somewhat neglected by economisis
Scope of till recently; partly because science seemed to
Baok I11. have little to suy upon it, heyond what is the
common property of all sensible people who have had a
large experience of life. But in recent years economics has
borrowed niuch from the exact habits of thought and expres-
sion of the older physical sciences; and, when these were
applied to state clearly how the demand for a thing is to be
measured, they were found to open up at once new aspects
of the main problems of cconomics. The theory of demand is
yet in its infancy; but we can already see that it may be ’
po@uuwge statistica of consumption in
‘suchl o way as te throw light on difficult questions of great
Jmportance to publie well-being,

And while the progress of the science is giving us a new
power, the spirit of the age is giving us a new motive for this
inquiry. Tt is urging us to pay ever closer attention to the
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question whether our increasing wealth ma¥ not be made to
go further than it does in promoting the general well-being;
and this again compels us to examine how far the exchange
value of any element of wealth, whether in collective or indi-
vidual use, represents accurately the addition which it makes
to happiness and well-being.

We will begin this Book with a short study of the
variety of human wants, cunsidered in their relation to
human efforts and activities. For the progressive natufe of
man is one whole. There is a special need to insist on this
just now, hecause the reaction agninst the comparative neglect
of the study of wants by the eatlier economists shows signs
of being carried to the opposite extreme. It is important still
to assert the great truth on which they dwelt somewhat too
exclusively ; viz that while wants are the rulers of life among
the lower animals, it is to changes in the forms of efforts and
activities that we must turn when in search for the keynotes
of the history of mankind.
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CHAPTER IL
WANTS IN RELATION TO ACTIVITIES.

§ 1. Humax wants and desires are countless in number
and very various in kind. The uncivilized man indeed has
not many more needs than the brute animal ; but
every step in his progress upwards increases the
variety of them together with the variety in his
method of satisfying thewm. Thus though the brute and the
savage alike have their preferences for choice morsels, neither
of them cares much for change for its own sake. As, however,
man sises in civilization, as his mind hecomes developed, and
even his animal passions begin to associate themselves with
mental activities, his wants become rapidly more subtle and
more various; and in the minor details of life he begins to
desire change for the sake of change, long bhefore he has con-
scivusly escaped from the yoke of custom. The first great
step in this direction comes with the art of making o fire:
gradually he gets to accustom himself to many different kinds
of foud and drink covked in meny ditferent ways; and before
long, monotony hegins to become irksome to him ; and he finds
it a great hardship when accident compels him to live for
a lopg time exclusively on one or two kinds of food,

As a man’s riches increase his food and drink become

. morg various and costly; but his appetite is

}3;;‘§° r  limited hy nature, and when his expenditure on

food is extravagant it is more often to gratify the

desives of hospitality and “display than to indulge his own
senses.

‘Whants are
progressive.
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But, as Senior says :—* Strong as is thealesire for variety,
it is weak compared with the desire for distine-
tion: a feeling which if we consider its univer-
sality and its constancy, that it affects all men and at all
times, that it comes with us from the eradle and never leaves
us till we go into the grave, may be pronvunced to be the most
powerful of human passions.” This great halftruth is well
illustrated by a comparison of the desire for choice and various
food with that for choice and various dress, -

§ 2. That need for dress which is the result of natural
causes varies with the climate and the season of
year, and a little with the nature of a person’s ::eds:“' costly
occupations. But in dress conventional wants
overshadow those which are natural. Tor instance in England
now a well-to-do Inhourer is expected to appear on Sunday in
a black coat and, in some places, in a silk hat; though these
would have subjected him to ridicule but a short time ago;
and in all the lower ranks of life there is a constant inerease
both in that variety and expensiveness which custom requires
as a minimum, and in that which it tolerates as a maximuim,;
and the efforts to obtain distinetion by dress are extending
themselves throughout the lower grades of English Societ$.

But in the upper grades, though the dress of women is
still various and costly, that of men is simple and inexpensive
as compared with what it was in Europe not long ago, and is
to-day in the East. For those men who arve most truly dis-
tinguished on their own account, have a natural dishke to
seem to claim attention by theiv dress; and they have set
the fashion'.

for distinction;

1 A woman may display wealth, but she may not di.T]ay only her wealth,
by her dress; or else she defeats her ends. She must also suggest some dis-
tinetion of charncter as well as of wealth: for though her dress may owe more
to her dressmaker than to herself, yet there iy a traditional assumption that,
being less busy than man with external ®ffairs, she can give more time to
taking thought as to her dress. Even under the sway of modern fashions, to
be *“well dressed"—mnot *‘expensively dressed”—is a reasouable minor aim
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§ 3 House 1vom satishes the imperative need for shelter
from the weather but that need plays very httle
patt 1n the effective demand for house 10om  For
though a <mall but well built cabin gmves excellent shelter, its
stifling atmosphere, 1ts necessary uncleanhness, and 1ts want of
the decencies and the quet of life are great evils It 13 not so
much that they cause physical discomfort as thit they tend to
stunt the faculties, and Jimt people s higher activities  With
every 1necrease mn these activities the demand for larger house
room becomes mote uigent’

And therefore relatively large and well appointed house
100m 18, even 1n the lowest social 1anks, at once a “ necessary
for effiency”,” and the most convement and obvious way of
advaneing a material claim to social distinction And even
in those gtades 1n which everyone has house 1oom sufheient for
the higher activities of umself and lns famnly, a yet furtha
and almost unhnuted 1mcrese 15 desnied as a 1equisite for the
exerdise of many of the lngher svctal actizities

§ 4 Tt 1s agamn the desne for the exercise and develop
Wants whicy  ent of whivities, spreuling through every rank
developactivi  of society, whnch leuls not only to the puismt of
uies suence, hterature and ait for then own sake, but
to the 1apully mcteasing demwnd for the work of thuse who
pursue them as professions  This 15 one of the most marked
characteristics of our age, and the same may be said of the
grow1pg desnze for those amusements, such as athletic games

House room

for those who desne to be distinguished for their faculties and abihties, and
tlns will be still more the case1f the evil dommion of the wanton vagaiies of
fashion should pass away Tor to arange costumes besntiful in themselves,
valous and well adapted to their purposes 18 an object worthy of high en
denvour, 1t belongs to the seme class, though not to the same rank in that
class ag the pamting of & good prcture

1 It 1s tine that many active minded working men prefer cxanped lodgings
m & town to 8 roomy cottage m the country, but that 13 because they have a
strong taste for those activities for which a country hfe offers hittle scope

2 See above Book IT ch mr § 8
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and travelling, which develop activities, rather than indulge
any sensuous craving’.

For indeed the desire for excellence for its own sake, is
almost as wide in its range as the lower desire Desire for
for distinction. As that graduates down from cxcellence.
the ambition of those who may hope that their names will
be in men's mouths in distant lands and in distant times, to
the hope of the country lass that the new ribbon she puts on
for Easter may not pass unnoticed by her neighhours; sd the
desire for excellence for its own sake graduates down from
that of a Newton, or a Stradivarius, to that of the fisherman
who, even when no one is looking and he is not in a hurry,
delights in handling his eraft well, and in the fact that she
is well built and responds promptly to his guidance, Desires
of this kind exert a great influence on the Supply of the
highest faculties and the greatest inventions; and they are
not unimportant on the side of Demand. TFor a large part of
the demand for the most highly skilled professional seffvices
and the best work of the mechanical artisan, arises from the
delight that people have in the training of their own faculties,
and in exercising them by aid of the most delicately, ad-
justed and responsive implements.

Speaking broadly therefore, although it is man’s wants
in the earliest stages of his development that L .=
give rise to his activities, yet afterwards each Wantsto
new step upwards is to be regarded rather as Activitles.
the development of new activities giving rise to new wants,
than that of new wants giving rise to new activities.

‘We see this clearly if we look away from healthy con-
ditions of life, where new activities are constantly being
developed, and watich the West Indian negto using his new

1 As & minor point it may be noticed that these drinks which stimulate the
mental activities are largely displacing those which merely gratify the senses.
The consumption of tea is increasing very fast while that of aleobol is station-

ary; and there is in all ranks of society a diminishing dewmand for the grosser
and more immediately stupefying forms of alcohol.
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freedom and wealth not to get the means of satisfying new
wants, but in idle stagnation that is not rest; or again look
at that rapidly lessening part of the English working classes,
who have no ambition and no pride é*delight in the growth
of their faculties and activities, and spend on drink whatever
surplus theivr wages afford over the bare necessaries of g
squalid life.
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CHAPTER IIL

GRADATIONS OF CONSUMERSY DEMAND.

§1. WHEN a trader or a manufacturer buys anythifig to
be used in production, or be sold again, his o peumers’
demand is based on his anticipations of the demand
profits which he can derive from it. These faders:
profits depend at any time on speculative risks demand.
and on other causes, which will need to be considered later
on, But in the long run the price which a trader or
manufacturer can afford to pay for a thing depends on the
prices which consumers will pay for it, or for the things
made by aid of it. The ultimate regulator of all defnand
is therefore consumers’ demand. And it is with that almost
exclusively that we shall be concerned in the present Book. «

Utility is taken to be correlative to Desire or Want ; and
we have just seen that each several want is limited, *and
that with every increase in the amount of a 5y, (1w of
thing which a man has, the eagerness of his satiable
desire to obtain more diminishes; until it yields :z:,:;;si:;ing
place to the desire for some other thing, of utility,
which perhaps he hardly thought so long as his more urgent
wants were still unsatisfied. Everyone says now and then to
himself—I have had so much of this that I do not care to
buy any more. If it were cheaper I might buy a little more ;
but I do not care enough for it to buy more &t a price as high
as is charged for it. In other words, the additional benefit
which a person derives from a giyen increase of his stock of
anything, diminishes with the growth of the stock that he |
already has. This statement of a fundamental tendency of
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human nature may be called the luw of satiuble wants or of
diminishing utility.

Suppose, for instance, that tea of a cortain quality is to be
had at 2s. per 1b. A person might be willing to give 10s.
for a single pound once a year rather than go without it
altogether ; while if he could hLave any amount of it for
nothing he would perhaps not care tc use more than
30 1bs. in the year. But as it is, he buys perhaps 10 Ibs.
in the year; that is to say, the difference between the
satisfaction which he gets from buying 9 lbs. and 10 lbs. is
enough for him to be wiiling to pay 2s. for it : while the fact
that he does not buy an eleventh pound, shows that he does
not think that it would be worth an extra 2s. to him.

Such facts as these come within the daily experience of
everybody. They illusirate the rule that the fotal wiility of
a thing to any one (that is, the total satisfaction
or benefit it yields him) generally increases with
every increase in his stock of it; but yet does not increase
as fust as his stock incresses. If a number of equal additions
L made to his stock, one after another, the additional benefit
which he derives from any one will be less than from the
previous one. In other words, if his stock of it increases at
a uniform rate, the benefit which he derives from it increases
at a diminishing rate. =

To return to our purchaser of tea. The market price of
2s. a pound measures the utility to him of the tea which
lies at the margin, or termigus or end of his.purehmsesT and
this introduces us to one of those few technical terms which
are indispensable ; because the notions which they express are
ever recurring in the business of life; while yet there are no
words in ordinary use which represent them well,

We may call that part of the commodity which a person
Marginal is only just induced to purchase his marginal
purchase. purchase ; because he is on the margin of doubt
whether it is worth his while to incur the outlay required

Total utility,
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to obtain it. And the utility of his marginal purchase may
be called the marginal wtility of the commodity wmarginat
to him. Or, if instead of buying it, he makes utility.
the thing himself, then its marginal utility is the utility of
that part which he thinks it only just worth his while to
make. If the price which a purchaser of tea is just willing to
pay for any pound be called his demand price, marginat
then 2s is his marginal demand price. And demand price,
pur law may be worded «— .
The larger the amount of a thing that a person has, the
Uess will, other things being equal, bo the price which he will
pay for a little more of it : or, in other words, the less will be
his marginal demand for it. The condition “other things
being equal” must not he allowed to drop out of sight. If,
for instance, his income were suddenly increased, he would be
likely to buy more ythiug, even though he had a good
stock of it already.

§ 2. Next we have to take account of the fact that,
as people say, “a shilling is worth mu(,h more 0 o o inat
a poor man than to a rich one” We have utilityof .
already® noticed, for instance, that a clerk with ™oneY Varies:
£100 a-year will walk to his business in a much heavier rain
than the clerk with £300 a-year; for a threepenny omnibus
fare measures a greater benefit, or utility to the poorer man -
than to the richer. If the poorer man spends the money,
he will suffer more from the want of it afterwardy than
the richer would. The benefit that is measured in the poorer
man’s mind by threepence, is greater than that measured by
it in the richer man’s mind. If the richer man rides a
hundred times in the year and the poorer man twenty times,
then the benefit of the hundredth ride which the richer man
is only just induced to take is measured to him by threepence;
and the benefit of the twentieth, ride which the poorer man

1 Book 1. Ch. 11t § 1.
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is only just inducell to take is measured to him by threepence.
For each of them the marginal benefit or utility is measured
by threepence ; but it is greater in the case of the poorer man
than in that of the richer.

So when tea, sold at 3s. a pound, is drunk by different
people some of whom are richer than others, then 2s. a pound
will measure the utility, or benefit, to each one of them of the
tea that lies at the margin or terminus or end of his or her
purcBases. Buft while one will™d@rink twenty pounds a year,
another will make shift with six; and the benefit of the
marginal purchase will be much greater to the latter than to
the former. If the price of this kind of tea fell to 1s. 8., &
poor person who was enabled to buy an extra seventh pound
of it, would derive more benefit from the change than a richer
one would from adding another pound, or perhaps even another
two or three pounds to his or her already large consumption.
Thus we may say generally that every increase in a person's
resources increases the price which he is willing to pay for
any given benefit. And in the same way every diminution of
his resources diminishes the priee that he is willing to pay for
any benefit.

To obtain complete knowledge of a person’s demand for
A person's anything, we should have to ascertain how much
Demand for  of it he would be willing to purchase at each of
anything: the prices at which it is likely to be offered.
Thus for instance we may find that he would buy

6 1bs. at 50d. per 1b, 10 bs. at 24d. per b,
T, 40 1, 21
8 , 33 2, 19
9 , 928 3 ., 17

If corresponding prices were filled in for all intermediate
amounts we should have an exact statement of his demand,
and the complete list may be called lis demand schedule’.

.. Womay here introduce the first of a series of simple dingrams designed to
illustrate economic theory. Z%hose who wish may omit the whole series; for the
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§ 3. When we say that a person’s deihand for anything
increases, we mean that he will buy more of it than he
would before at the same price, and that he will buy as much
of it as before at a higher price.

That is to say, a general increase in his demand is an
increase throughout the whole list of prices at 1. nceina
which he is willing to purchase different amounts person's
of it ; and not merely that he is willing to buy emand.
more of it at the current pricel.

reasomng m the text 15 alnays complete m itself and does not depend on
them. They do but express fauhar facts m & new language which is terse and
prearse, and will be found helpful by those 1caders who a1e inclimed towards it.

Such a demand schedule may be transiated, on a plan now comng into
familiar use, mto & eurve that may be called us demand cuwrre. Let Oz and
Oy be dranwn the one horizontally, the other veitieally. Let an mch measured
along Ox 1epresent 101, of tea, and an inch mensmed along Oy represent
40d.

¥ D
Tenths of Fortieths of n
an mch. au meh -
g, (1),
Tahe Um =6, and draw mypg=50 P8 @
Omg=T7 ,, ., mp;=10 28
NDmqa=8 o Mgpy=33 e
Ouniy=9 ., mgpg=29% s
Omg=10 ,, ., mgps=2t Yo p,
Cmg=11 , ,,  mgp,=21 2o of
Omz=12 ,, ,  mzp;=19
Omg=14 ,, y  mgpg=17
[ 4
o PR ]
S8&8 EEE

my being on Oz and wmyp, being drawn vertically from m,;; and so for the
others. Then p,p,....ps me ponts on his Demand Curve for tea; or as we
may say b Porxts. If we could find demand points in the same manner
for ev ssible quantity of tea we should get the whole contiunous curve
DIY as shown m the figue. v

1 Geometrically it is 1¢presented by amising his demand curve, or, what
comes to the same thing, moving 1t to the 11ght, with perhaps some modifica-
tion of ite shape; or in other words by 12iing Ins demand schedule.

For some diseussion of the nses of ihe term Demand by Mill and Cairnes,
see Principles ITL. 111, 4,

M 3
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§ 4. So far we have lovked at the demand of a single
Demand ofa  individual. And in the particular case of such a
market. thing as tea, the demand of a single person is
fairly representative of the general demand of a whole market :
for the demand for tea is a constant one; and, since it can be
purchased in small quantities, every variation in its price is
likely to affect the amount which he will buy. But even
among those things which are in constant use, there are
many for which the demand on the part of any single in
dividual cannot vary continuously with every small change in
price, but can move only by great leaps. For instance, a
small fall in the price of hats or watches will not affect the
action of everyone, but it will induce a few persons, who were
in doubt whether or not to get a new hat or a new watch, to
decide in favour of doing so.

In large markets, however, where rich and poor, old and
young, men and women, persons of all varieties of tastes,
tempeaments and occupations are mingled together, every
fall, however slight, in the pricc of a ecommodity in general
use, will, other things being equal, increase the total sales of
it ; just as an unhealthy autumn increases the mortality of a
large town, though many persons are uninjured by it.

Let us however return to the demand for tea. The
dggregate demand in the place is the sum of the demands
of all the individuals there. Sume will be richer and some
poorer than the individual consumer whose demand schedule
we have just written down; some will have & greater and
others a smaller liking for tea than he has. Let us suppose
that there are in the place a million purchasers of tea, and
that their average consumption is equal to his at each several
price.  Then the femand of ¥hat piace is represented by the
same schedule as before, if we write a million pounds of tea
instead of one pound’,

1 The demand is represented by the smme curve as before, only an inch
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There is then one general Law of Demand —The greater |
the amount to be sold, the smaller must be the 1 .w of De-
price at which it is offered in order that it may mand.
find purchasers ; or, in other words, the amount demanded in- !
creases with a full in price, and diminishes with a rise in price.

There will not be any uniform relation between the fall in
price and the increase of demand. A fall of one-tenth in the
price may increase the sales by a twentieth or by a quarter,
or it may double them. Dut ay the numbers in thesleft-
hand column of the demand schedule increase, those in the
right-hand column will always diminish.

The price will measure the marginal utility of the com-
modity to each purchaser individually: we cannot speak of
price as measuring marginal utility 2n general, because the
wanls and circumstances of different people are different.

§ 5. The demand prices in our list are those at which
various quantities of a thing can be sold in a .
market during a given time and under given arivas
conditions. If the conditions vary in any respect commodity.
the yprices will probably require to be changed; and this
has constantly to be done when the desire for anything is
materially altered by a variation of custom, or by a cheapéning

mensured along O now represents ten million pounds instead of ten pounds.
And a formal definition of the Demand curve
for a market may be given thus:—The demand
curve for any commodity in a market during
any given unit of time is the locus of demand
points for it. That is to say, it is a curve such
that if from any point 2> on it, a straight line
PM be drawn perpendicular to Oz, PAL repre-
sents the price at which purchasers will be
forthcoming for an amount of the commodity
represented by OJ.

It must be remembered that the demand
schedule gives the prices at which various quantities of & thing can be sold
in & market during & given time and undersgiven conditions. If the conditions
vary in any respect the figures of the schedule will probably require to be
changed.
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of the supply of % rival commodity, or by the invention of
a new one. For instance, the list of demand prices for tea
is drawn out on the assumption that the price of coffee is
known ; but a failure of the coffee harvest would raise the
prices for tea. The demand for gas is liable to be reduced by
an improvement in electric lighting; and in the same way a
fall in the price of a particular kind of tea may cause it to be
substituted for an inferior but cheaper variety.

Cur next step will be to consider the general character of
demand in the cases of some important commodities ready
for immediate consumption. We shall thus be continuing
the inquiry made in the preceding chapter as to the variety
and satiability of wants; but we shall be treating it from
a rather different point of view, viz, that of price-statistics.
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CHAPTER 1V.

THE ELASTICITY OF WANTS,

§ 1. WE have seen that the only universal law as to
person’s desire for a commodity is that it dimi-
nishes, other things being equal, with every in- ﬂ::'::’&ty of
crease in his supply of that commodity. But this
diminution may be slow or rapid. If it is slow the price that
he will give for the commodity will not fall much in conse-
quence of a considerable increase in his supply of it; and a
small fall in price will cause a comparatively la.rge increase in
his purchases. But if it is rapid, a small fall in price will
cause only a very small increase in his purchases. In the
former case his willingness to purchase the thing stretches
itself out a great deal under the action of a small inducement:
the elasticity of his wants, we may say, is great. In the
laster case the extra inducement given by the fall in price
causes hardly any extension of his desire to purchase: the
elasticity of his demand is small. If a fall in price from say
16d. to 15d. per 1b. of tea would much inerease his purchases, -
then a rise from 154. to 16J. would much diminish them:
when the demand is elastic for a fall in price, it is elastic also
for the opposite rise.

As with the demand of one person so with thaw of a
whole market. And we may say generally :—The elasticity
of demand in a market is great or small according as the
amount demanded increases much or little for a given fall
in price, and diminishes much or little for a given rise in-
price.

§ 2. The price which is o high rela.tlvely to the poor man
as to be almost prohibitive, may be scarcely felt = ...
by the rich; the poor man for instance never different
tastes wine, but the very rich man may drink as "€me
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much of it as he‘has a fancy for, without giving himself a
thought of its cost. 'We shall therefore get the clearest notion
of the law of the elasticity of demand, by considering one class
of society at a time, Of course there are many degrees of
richness among the rich, and of poverty ameng the poor; but
for the present we may neglect these minor subdivisions.

When the price of a thing is very high relatively to any

class, they will buy but little of it; and in some cases custom
and habit may prevent them from using it freely even after its
price has fallen a good deal. But such cases, though not
infrequent, will not form the general rule, and anyhow as
soon as it has been taken into common use, any considerable
fall in its price will cause a_great increase in the demand-for
it~ The elasticity of demand will be great for high prices, and
great or at least considerable for medium prices, but it will
decline as the price falls ; and gradually fade away if the fall
goes so far that satiety level is reached.

~The level at which “very high” prices end and “high”
prices begin, is of course different for different classes, and so
is the level at which “low ” prices end and “ very low” prices
begin. Varieties in detail arise from the fact that there are
some commodities with which people are easily satinted, and
others—chiefly things used for display—for which their desire
is almost unlimited ®.

§ 3. There are some things the current prices of which
in this country are “very low ” relatively even to
the pourer classes ; such are for instance salt, and
many kinds of savours and flavours, and also cheap medicines.

-
Illustrations.

1 The figures in Ch, 1. § 4 show a small elasticity in the demand for tea,
and a diminution in the total ontluy on it as its price falls, To illustrate the
general rule that the total outlay is largest for prices neither very high, nor
very low, we might suppose 2 pounds to be bought at 50 pence, 4 at 40, 8at 30,
14 at 24, 17 at 20, 20 at 17, 24 at 14, 27 at 12, 80 at 9, 40 at 5, 50 at 3; so that
the total outlay would be 200 pence for a very high price, rising to 840 pence

for medium prices and falling again to 150 for a very low price. But see
Principles, UL 1v. 2.
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It is doubtful whether any fall in price would induce a consi-
derable increase in the consumption of these.

The current prices of meat, milk and butter, wool, tobacco,
imported fruits, and of ordinary medical attendance, are such
that every variation in price makes a great change in the
consumption of them by the working classes, and the lower
half of the middle classes; but the rich would not much in-
crease their own personal consumption of them however cheaply
they were to be had. Tn other words the direct demand for
these commodities is very elastic on the part of the working
and lower middle classes, though not on the part of the rich,
But the working class is so numerous that their consumption
of such things as are well within their reach is much greater
than that of the rich; and therefore the aggregate demand for
all things of the kind is very elastic. A little while ago sugar
belonged to this group of commodities: but its price in Eng-
land has now fallen so far as to be low relatively even to the
working classes, and the demand for it is therefore not
elastic,

The current prices of wall-fruit, of the better kinds of fish
and other moderately expensive luxuries are such as to make
the consumption of them by the middle class increase rfiuch
with every fall in price; in other words the middle class de-
mand for them is very elastic: while the demands on the
part of the rich and on the part of the working class is much
less elastic, the former Lecause it is already nearly su.t.iuted,
the latter because the price is still too high.

The current prices of such things as rare wines, fruit out
of season, highly skilled medical and legal assistance, are so
high that there is hut little demand for them except from
the rich: but what demand there is has i most cases con-
siderable elasticity. And in fact much of the demand for
the more expensive kinds of food is really a demand for the
means of obtaining social distinction, and is almost in-
satiable.
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§ 4. The case of necessaries is exceptional. When the
Demand for  price of wheat is very high, and again when it
necessaries. iy very low, the demand has very little elasticity :
at all events if we assume that wheat, even when scarce, is the
cheapest food for man; and that, even when most plentiful,
it is not consumed in any other way. We know that a fal] in
the price of the quartern loaf from Gd. to 4d. has scarcely any
effect in increasing the consumption of bhread. With regard
to the other end of the scale it is more difficult to speak with
certainty, because there has been no approach to a seareity in
England since the repeal of the corn laws.  But, availing our-
selves of estimates made in a less happy time, we may sup-
pose that deficits in the supply of 1, 2, 3, 4, or § tenths would
eause a rise in price of 3, 8, 16, 28, or 45 tenths respectively.
Much greater variations in prices indeed than this have not
been uncommon. Thus wheat so0ld in London for ten shillings
o bushel in 1335, but in the following year it sold for ten
petics.

There may be even more vivlent changes than this in the
price of a thing which is not necessary, If It Is perishable and
the demand for it is inelastic: thus fish may be very dear gne
daySand sold for manure two or three days later.

‘Water is one of the few things the consumption of which
we are able to observe ut all prices from the very higlhest
down to nothing at all. At moderate prices the demand fur
it is_very elastic. But the uses to which it can be put aye
capable of heing completely filled: and as its price sinky to-
wards zero the demand for it loses its elasticity. Nearly 1l
same may be said of salt. Tts price in England is so low that
the demand for it as an article of food is very inelastic: but
in Tndia the price is comparatively high and the demanq is
comparatively elastic.

The price of house-room on the other hand has never
fallen very low except when a locality is being deserted by
its inhabitants. Where the condition of society is healthy,
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and there is no check to general prospeuity, there seems
always to be an elastic demand for house-room, on account
both of the real conveniences and the social distinction which
it affords. The desire for those kinds of clothing which are
not used for the purpose of display, is satiable: when their
price is low the demand fur them has scarcely any elasticity.

§ 3. When trying to ascertain how the purchases of a
commodity are affected by changes in its price, we causes that
wmeet with several ditliculties. We must tuke gg:;‘::’:fh.;r‘l‘;e
account of changes in the purchasing power of ondemand.
money which are a source of confusion in all statisties of
prices. And we must allow fur changes in fashion, and taste
and habit, for the opening vut of new uses of a commodity,
for the discuvery or improvement or cheapening of other things
that can be applied to the same uses with it.

And further we must remember that time is required to
enable a rise in the price of a commodity to exert its full
influence on consumption. Time is required for s1

ownesd of
consumers to become familiar with substitutes the growth of
that can be used instead of it, and perhaps for meW habits.
producers to get intv the habit of producing them in sufficient
quantities. Time may be also wanted for the growth of habits
of familinrity with the new commodities and the discovery of
methods of economizing them,

For instance when woud and charconl became dear in
England, familiarity with coal as a fuel grew slowly, fireplaces
were but slowly adapted 1o its use, and an organized traffle in
it did not spring up quickly even tov places to which it could
be easily carried by water: the invention of processes by
which it could be used as a substitute for charcoal in manu-
facture went even more slowly, and is indeed hardly yet com-
plete, Again, when in recent years the price of coal became
very high, a great stimulus was given to the invention of
economies in its use especially in fhe production of iron and
steam ; but few of these inventions bore much practical fruit

3—H
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till after the hixh price had passed away. Agnin, when a
new line of tramways or of suburban railways is opened, even
those who live near the line do not get into the habit of
making the most of its assistance at once; and a good deal
more time elapses before many of those whose places of
business are near one end of the line change their homes so
as to live near the other end. Again, when petroleum first
became plentiful few people were ready to use it freely;
gradually petroleum and petroleum lamps have become familiar
to all classes of <ociety: too much influence would therefore be
attributed to the fall in price which has oceurred since then,
if it were credited with all the increase of consumption’,

1 The demand for things of a higher quality depends much on sensibility:
some people care httle for a refined flavour in their wine provided they can
get plenty of 1t others crave a ligh quahty, but are easily satiated. In the
ordinmy working class disticts the inferior and the better jomnts are sold at
nearly the same price but some well paid artisaus m the north of England
have developed a hking for the best meat, and will pay for 1t neaxly as lngh a
puice, 28 can be got in the west end of London, wheie the prce 1s hept arti-
ficially Ingh by the necessity of sending the inferior jonts away for sale else-
vheie. Use also gives 11se tu acquued distastes as well as to acquired tastes

Generally speahig those things have the most elastic demand, which are
capable of beiug applied to many different uses. Water for mstance 18 needed
st as food, then for coolung, then for washing of vamious hinds and so on.
When there is no special diought, but water 13 sold by the pailful, the piice
may be low enough to enable even the poorer classes to dunk as much of it as
they are inchned, while for cooking they sometimes use the same water twice
over, and they apply i1t very scantily in washing The muddle classes will
perhaps not use any of 1t twice for cookiug; but they will make a pail of
water go & good deal fmther for washmg pmposes than if they had an un-
hmitet, supply at command. When water 13 supphed by pipes, and charged
at & very low 1ate by meter, many people use as much of 1t even for washing
as they feel at all inchined to do; and when the water 18 supphed not by
meter but at a fixed annual charge; and is laid on in every place wherg?it 1s
wanted, the use of it for every pmpose 1s earnied to the full satiety luy?
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CHAPTER V.

THE CHOICE BETWEEN DIFFERENT USKS OF THE SA]!(E
THING. IMMEDIATE AND DEFERRED USES.

§ 1. Tur primitive housewife finding that she hag 4
limited number of hanks of yarn from the year's
shearing, considers all the domestic wants for gi::::g:if" of
clothmo and tries to distvibute the yarn between tween dlfferent
them in such a way as to contribute as much as "
possible to the family well-being. She will think she has
failed if, when it is done, she has reason to regret tlmt she
did not apply more to making, say svcks, and less to Vestq
That would mean that she had miscalculaied the puints ag
which to saspend the making of socks and vests respectively »
that she had gone too far in the case of vests, and not far
enough in that of socks; and that therefore at the points a
which she actually did stup, the utility of yarn turned into
socks was greater than that of yarn turned into vests. But
if, on the other hand, she hit on the right points to stop at,
then she made just so many socks and vests that she get an
equal amount of good out of the last bundle of yarn that she
applied to socks, and the last she applied to vests. This illus-
trates a general principle, which may be expressed thus :—

Tf a person has a thing which he can put to several uses,
he will distribute it between these uses in sich a way that ig
has the same marginal utility in all. For if it had a greater
marginal utility in one use than amother, he would gain by
taking away some of it from the second use and applying it to
the first.
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One great disadvantage of a primitive economy, in which
there is Lut little free exchange, is that a person may easily
have so much of one thing, say wool, that, when he has
applied it to every possible use, its marginal utility in each
use iy low: and at the same time he may have so little of
some other thing, say wood, that its marginal utility for himn
is very high. Meanwhile some of his neighbours may be in
great need of wool, and have more wood thun they can turn
Difffculties of 10 good account. If each gives up that which
barter. has for hiin the lower utility and receives that
which has the higher, each will gain by the exchange. But
to make such an adjustment by barter, would be tedious and
ditlicult.

The difficulty of harter is indeed not so very great where

there are but a few simplo commadities, each of which can be
adupted by domestic work to several uses; the weaving wife
and the spinster daughters adjusting rightly the marginal
utilities of the different uses of the wool, while the hushand
and the sons do the same for the woud.
, §2 But when commodities have become very numerous
The need for  8Nd highly specialized, there is an urgent need
money. for the free use of mouey, or general purchasing
power: for that alone can be applied easily in an unlimited
variety of purchases. And in a money-economy, good ma-
nagement is shown by so adjusting the margins of suspense
on each line of expenditure that the marginal utility of a
shilllng's worth of goods on each line shall be the same.

Thus for instance the clerk who is in doubt whether to
ride Lo town, or to walk and have some little extra indulgence
at his lunch, is weighing against one another the (marginal)
utilities of two different modes of spending his money. And
A chiefuseof When an experienced housekeeper urges on a
domestic young couple the importance of keeping accounts
Accounts. carefully, a chief motive of the advice iy that
they way avoid spending impulsively a great deal of money on
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furniture and other things ; for, though some juantity of these
is really needful, yet, when bought lavishly, they do not give
high (marginal) utilitics in proportion to their cost. And
when the young pair look over their year’s hudget at the end
of the year, and find perhaps that it is necessary to curtail their
expenditure somewhere, they compare the (marginal) utilities
of different items, weighing the loss of utility that would
result from taking away a pound’s expenditure here, with that
which they would lose by taking it away there: they sttive
to adjust their parings down so that the aggregate loss of
utility may be as little as possible.

§ 3. The different uses between which a commodity is
distributed need not all be present uses ; some may be present
and some future. .\ prudent person will endeavour to dis-
tribute his means hetween all their several uses

. .17 Balancing of
present and future in such a way that they will futyre benefits
have in each the same marginal utility. But, in :f:i:"t pre-
estimating the present marginal utility of a dis- ‘
tant source of benefit to lLim, a twofold allowance must be
made ; fiestly, for its uncertainty’; and secondly, for the dif.
ference in the value to him of a distant as compared with a
present henefit®,

If people regarded future benefits as equally desirable
with similar and equal benefits at the present
time, they would probably endeavour to dis- },’:;‘3{: P-ed';::
tribute their pleasures evenly throughout their Sounted’ g8
lives. They would therefure generally be willing by different
to give up a present pleasure for the sake of an * cople.
equal pleasure in the future, provided they could be certain of
having it. Dut in fact human nature is so constituted that
in estimating the “present value” of a future benefit most

1 This is an oljective property which all well-informed persons would esti-
mate in the same way.

2 Thix is & suljectire property which different people would estimate in
different ways according to their individual characters, and their circumstances
at the time.
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people generally’ make a second deduction from its future
value, in the form of what we may call a “discount,” that
increases with the period for which the pleasure is deferred.
One will reckon a distant benefit at nearly the same value
which it would have for him if it were present; while another
who has less power of realizing the future, less patience and
self-control, will care comparatively little for any benefit that
is not near at hand.

Many people derive from the mere feeling of ownership a
stronger satisfaction than they derive from ordinary pleasures
in the narrower sense of the term: for example, the delight in
the possession of land will often induce people to pay for it so
high a price that it yields them but a very poor return on
their investment. There is a delight in ownership for its own
sake; and there is a delight in ownership on account of the
distinction it yields. Sometimes the latter is stronger than
the former, sometimes weaker; and perhaps no one knows
himself or other people well enough to he able to draw the
line quite certainly between the twol.

1 The rates at which different people discount the future affect not ouly
thei> tendency to save, as the ter:mn is ordinarily understood, but also their
tendency to buy things whick will be a lasting source of pleasure rather thau
those which give a stronger but more transient enjoyment; to buy a new coat
rather than to indulge in a drinking bout, or to choose simple furniture that
will wear well, rather than showy furniture that will soon fall to pieces. And
further, the same person will discount future pleasures at different rates at
diﬁegeut times, according to his mood.



79

CHAPTER VI

VALUE AND UTILITY.

§ 1. WE may now turn to consider how far the price,
which is actually paid for a thing, represents the
satisfaction that arises from its possession. This 5‘;‘5?;_""
is & subject un which economic science has very
little to say, but that little is of sumo importance.

‘Wg have_already seen that the price which a_person pays
for a tlung, can nover exceed, and scldom comes up to that
which he would be willing to pax_xﬂ;l_m_z:__%_go__wgthoub
i so that the gratification which he _gets from its pulcha.se
venemlly exceeds that which he gives up In paymn' T away its
price; and he thus derives from the purolmse a surplus “of*
safisfaction. Tho excess of the price which he w would R
w11]£g to pay rather than go without the thmg, ,
over that which he actually does pay, is The g:"msl';':."‘
economic measuro of this surplus satisfaction.

It has some analogies to & rent, but l_S‘pelha,ps best, called
Consumer's Surplus.  _ T -

It is obvious that the Consumer’s Surpluses derived from
some commodities are much greatcr than from others, There
are many comforts and luxuries of which the prices are very
much beloW those which many people would pay rather than
go entirely without them ; and which therefote afford a very
great Consumer’s Surplus. Good instances are matches, salt,
a penny newspaper, or a postage-stamp.

‘We are apt to underrate the benefits which we derive from
the opportunities afforded to us by our surroundings, or, as
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the Germans s;.y, from the Conjuncture of circumstances
around us. We take it for granted that we can buy a
newspaper with several thousand lines of news in it for a
penny: and we seldom consider that if we would pay (say)
a shilling rather than be deprived of our newspaper, the
opportunity of buying it for a penny gives us a surplus benefit
of eleven pence a day.

This notion is of great importance for the higher work of
the' economic student. * But i involves many difficulties, and
is apl to be misunderstood and misapplied by the beginner :
and therefore, what little is said of it in the present treatise,
may be relegated to Appendix B.

§ 2. The notion itself in some vague form or other is con-
stantly present with us. This is another instance in which
the daily language of ordinary life, while suflicient for many
practical purposes, is not quite exact and complete; so that
on examination it is found to suggest more than appears at
first sight.

Thus, for instance, it is a common saying that the real
value of things to us is not gauged by the price we pay for
them : that, though we spend for instance much more on tea
than on salt, yet salt is of greater real value to us; and that

this would be clearly scen, if we were cntirely
2:;75::?:;‘_ deprived of it. This argument is but thrown

into precise form, when it is said that we cannot
tru'* the marginal utility of a commodity to indicate its total
utility : for, though it is true that, when a person spends
sixpence on a quarter of a pound of tea instead of on a stone
of salt, he does so because he prefers the tea : yet he would
not prefer the tea if he did not know that he could easily get
whatever salt he needed for his more urgent requirements,

Again, if the real value of anything were heing discussed
with reference, not to a single individual, but to people in
general, it would naturally be assumed that a shilling’s worth
of gratification to one Englishman might be taken as equiva-
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lent with a shilling’s worth to another, “to start with,” and
““until cause to the contrary were shown.” But

or as regards
every one would know that this was a reason- peoplein
able course only on the supposition that the con- ePeral
sumers of tea and those of salt belonged to the same classes of
people ; and included people of every variety of temperament.
And if, instead of comparing tea and salt, which are both
used largely by all classes, we had compared either of them
with champagne or pineapples, this assumption could® not
have been made even for a first rough guess. In earlier
generations many statesmen, and even some economists, neg-
lected to make adequate allowance for considerations of this
class, especially when constructing schemes of taxation ; and
their words or deeds secemed to imply a want of sympathy
with the sufferings of the poor; though more often they were
due simply to want of thought.

On the whole however it happens that by far the greater
number of the events with which economies deals, affe¢t in
about cqual proportions all the different classes of society; so
that if the money measures of the happiness caused by twe
events are equal, there is not in gencral any very great
difference between the amounts of the happiness in the two
cases. And it is on account of this fact that the exact mea-
surement of the Consumers’ Surplus in a market has already
much theoretical interest, and may hecome of high practical
importance ' -

§ 3. There is another need for caution when estimat-
ing the dependence of well-being upon material ,, =
wealth. Not only does a person’s happiness collective
often depend more on his own physical, mental wealth.
and moral health thun on the cxternal conditions of his well-
being: but even among these conditions many that are of
chief importance for his real happiness are apt to be omitted
from an inventory of his wealth. Somc are free gifts of

M, 1 Compare p. 2L 4
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nature ; and these might indeed he neglected without great
harm if they were always the same for everybody ; Lut in fact
they vary much from place to place. More of them however
are elements of collective wealth which are often omitted from
the reckoning of individual wealth; but which become im-
portant when we compare different parts of the modern civi-
lized world, and even more important when we compare our
own age with earlier times.

An increase of income nearly always causes pleasure;
but the new enjoyments which it provides often lose quickly
much of their charm. Partly this is the result of familiarity ;
which makes people cease to derive much pleasure from accus-
tomed comforts and luxuries, though they suffer great pain
from their loss, Partly it is due to the fact that with in-
creased riches there often comes cither the weariness of age, or
ab least an increase of nervous strain, and perhaps habits of
living that lower physieal vitality and diminish the capacity
for pleasure.

In every civilized country there have been some followers
Value of el of th(? Budd_hist doct}-ine that A })lumd serenity is
sure and rest, 00 highest ideal of life ; that it is the part of the

- wise man to root out of his nature as many wants
and desires as he can; that real riches consist not in the
abundance of gouds but in the paucity of wants. At the other
extreme are those who maintain that the growth of new
wants and desires is always beneficial hecause it stimulates
people to increased exertions. They scom to have miude the
mistake, as Mr Herbert Spencer says, of supposing that life is
for working, instead of working for life.

The truth seems to be that as human nature is consti-
tuted, man rapidly degenerstes unless he has some hard
work to do, some diflicultics to overcome; and that some
Value of wore  StrEDUOUS exertion is necessary for physical and
for its own moral health. The fulness of life lies in the de-
sake. velopment and activity of as many and as high
faculties as possible.  There is intense pleasure in the ardent
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pursuit of any aim, whether it be success in business, the
advancement of art and science, or the improvement of the
condition of one’s fellow-beings. The highest constructive
work of all kinds must often alternate between periods of over-
strain and periods of lassitude and stagnation ; but, for ordinary
people, for those who have no strong anbitions, whether of a
lower or a higher kind, a moderate incume earned hy moderate
and fairly stendy work offers the best opportunity for the
growth of those habits of body, mnind and spirit in which alone
there is true happiness.

There is some misuse of wealth in all ranks of society.
And though speaking generally, we may say that every
increase in the income of the working classes adds to the
fulness and nobility of human life, because it is used chiefly
in the satisfaction of real wants; yet even among tho artisans
in England, and perhaps still more in new countries, there
ave signs of the growth of that unwholesome desire for wealth
as a means of display which has beon the cliief bane of the
well-to-do classes in every civilized country. Laws against
luxury have been futile; but it would bhe a gain .
if the moral sentiment of the community could Esheesl;ifgvl;::lth.
induce people to avoid all sorts of display of ’
individual wealth. There are indeed true and worthy plea-
sures 1o be got from wisely ordered magnificence: but they
are ab their hest when free from any tadnt of personal vanity
on the one side, aud cuvy on the other; as they are yhen
they centre round public buildings, public parks, public col-
Iections of the fine arts, and public games and amusements.
So long as wealth is applied tv provide for every family the
necessaries of life and culture, and an abundance of the
higher forms of enjuyment for collective aise, so long the
pursuit of wealth is a noble aim; and the pleasures which it
brings are likely to increase with the growth of those higher
activities which it is used Lo promote.

When the necessaries of life are onco provided, everyono
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should seek to increase the beauty of things in his possession
rather than their number or their magnificence. An im-
provement in the artistic character of furniture and clothing
trains the higher faculties of those who make them, and is a
source of growing happiness to those who use them. But if
instead of seeking for a higher standard of beauty, we spend
our growing resources on increasing the complexity and intri-
cacy of our domestic goods, we gain thereby no true benefit,
no lasting happiness. The world would go much better if
everyone would buy fewer and simpler things, and would
take trouble in selecting them for their real beauty; being
careful of course to get good value in return for his outlay,
but preferring to buy a few things made well by highly paid
labour rather than many made badly Ly low paid labour.
But we are exceeding the proper scope of the present Book;
the discussion of the influence on general well-being which is
exerted by the mode in which each individual spends his
incotne is one of the more important of those applications of
economic science to the art of living which will find their
. Place at the end of the Treatise.



BOOK 1IV.

THE AGENTS OF PRODUCTION.
LAND, LABOUR, CAPITAL. AND ORGANIZATION,

CHAPTER 1
INTRODUCTORY.

$1. Tuge agents of production are commonly cla.ssed as
Land, Labour and Capital.

By “Land” is meant not merely land in the strict sense
of the word, but the whole of the material and the forces.
which Nature gives | rives freely for wan’s aid, in land and water,
in air ond Dight and Geat', “ILand” is, in & chapters u
certain sense, a fixed quantity; and we shall I
have to examine the caunses which limit its yield of produce
to the labour and cz apital applied to it

The amount of labour available for any work depepds
partly upon the number of people able and ready to do the

work, and partly on their willingness to exert
themselves, and these are very elastic quantities, y
‘We shall see how they are affected by the wages,
or other reward available for the work: how high wages
enable parents to bring up a large proportion of their children
to full age, well nourished in mind_and body. And we shall
gradually inguire (for the question can only be opened out

Chapters IV,
Vv, V1.

1 See below, p. 87.
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in the present Book) how children and adults drift from
occupations that hold out small attractions to others that
are not more difficult and hold out greater.

‘We shall look at the growth of wealth, which when con-
sidered as an agent of production, is called
Capital’, 'We shall see how it is affected by
that “balancing of future benefits against present”; which
has_ already been noticed® as controlling people’s willingness
to forego immediate pleasure and to provide wmachinery,
buildings, ships, railways, and to make labour more efficient
in the future.

Then we shall make some study of division of labour and

industrial organization generally, and inquire

%‘;‘f’_‘“’ IX= how they increase the efliciency of labour.
Thus we shall prepare the way for an inquiry
into the causes that govern the Supply price of anything. For
as the price, required to attract purchasers for
any given amount of a commodity, was called
the Demand price for that amount; so the price required to
“call forth the exertion necessary for producing any given
amount of a commodity, may be called the Supply price for
Books 111 ana that labour. In Book V, we shall add up the
1Vieadupto supply prices of all the different things needed
Book V. to make o commodity, and call the sum of them
the supply price of that commodity. Then we shall set
agathst this the corresponding demand price for it; and we

shall see liow the relations between the two govern value,

Chapter VIII.

Supply Price.

1 See above p. 4. 2 Bee p. 17,
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CHAPTER 1L

THE FERTILITY OF LAND,

§1. TuE agents of production, other than labour, are
deseribed as land and capital: those material
things which owe their usefulness to human
lubour being classed under crpital, and those which owe
nothing to it being classed as land. The distinction is gb.
viously a loose one: for bricks are but pieces of earth slight]y
worked up; and the soil of old settled countries has for, the
greater part been worked over many times by man, and oweg
to him its present form. There is however a scientific priy.
ciple _uuderlying _the distinction. While man has no powep™
of creating matter, he creates utilities by putting t;l‘xigg.s;_'n;ﬁ;o
o useful form'; and the utilities made by him can be {n.
érensed in supply if there is an increased demand for ther, .
they have a supply price. But there are other utilities ovep
the supply of which he has no control; they aro given ag 5
fixed quantity by nature and have therefore no supply pice,
The term “land” has been extended by economists so as to
include the permanent sources of these utilities®; whether t}i;'—y_
are found in land, as the term is commonly used; or in seas
and rivers, in sunshine and rain, in winds and waterfalls,  *

When we have inquired what it is that’ marks off lapd

from those materinl things which we regard as produetg
L[]

Land.

1 See Book 1r. Chapter 11t
2 In Ricardo's famous phrase “the original and Indestructibla powers of
the soil”
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of the land, we “shall find that the fundamental attribute of
land is its extension. The right to use a certain area of the
earth's surface is a primary condition of .l.uythlng that man
can do; It gives trim~ roonT —for_Iis oW _a actions, “with_ _the _
énjoyment of the heat and _the light, the air u.ml the rain
FWhich nature a.s_s;f;ns to tha.t area; a.nd__xt; determmes his_
distance fxom, d.n_d m a great mensure _hig_relations to, other
things and other persons.

bome parts of the earth’s surface contribute to production
chiefly by the services which they render to the navigator:
others are chiely of value to the miner; others—though this
selection is made by man rather than by nature—to the
builder. But when the productiveness of land is spoken of
our first thoughts turn “to its agricultural use.
—7§2. To the agriculturist an area of land is the means of
supporting a certain amount of vegetable, and perhaps ulti-

mately of animal life. He can by sufficient labour

Mar.,'s power
of altering the Make almost any land bear large crops. e cun
:";‘:"s‘:::" of prepare the soil mechanically and chemically for
. whatever crops he intends to grow next. lle
enn adapt his crops to the nature of the soil and io one
another; selecting such a rotation that each will leave the
land in such a state, and at such a time of year, that it can be
worked up easily and without loss of time into a suitable seed
bed for the coming crop. He can even permanently alter
theenature of the #uil by draining it, or by mixing with it
other soil that will supplement its deficiencies’.

i Mechanically, the svil must be so far yielding that the fine roots of plants
can push their way freely in it; and yet it must be firm enough to give them a
good hold. The action of fresh air and water and of frosts are nature’s tillage
of the soil; but max, gives great aid in this mechanical preparation of the soil.
The chief pnrpose of his tillage is to enable the soil to Liold plaut roots gently
but firmly, and to enable the air and water to move about freely in it. Even
when he wmmnures the ground lie has this mechanical preparation in view.
For farmyard manure benefits clny soils by subdividing them and making
them lighter and more open, no less than by enriching them chemically ; while
to sancy soils it gives a much ueeded fimuess of texture, and Lelps ?hem.
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The greater part of the soil in old countries owes much of
its character to human action; all that lies just below the
surface has in it a large element of capital, the produce of
man’s past labour : the inherent properties of the soil, the free
gifts of nature, have been largely modified ; partly robbed and
partly added to by the work of many gencrations of men.

But it is different with that which is above the surface.
Every acre has given to it by nature an annual income of
heat and light, of air and muisture ; and over these man has
but little control. e may indeed alter the climate a little
by extensive drainage works or by planting forests, or cutting
them down. But, on the whole, the action of the sun and
the wind and the rain are an annuity fixed by nature for each
plot of land. Ownership of tho land gives possession_of this
annuity : and it also gives the space required for the life and
fiction of vegetables and animals; the value of this space
being much affected by its geographical position.

We may then continud o usc the ordinary distindtion
between the original or inherent properties, Original and
which the land derives from nature, and the artificial pro- o
artificial properties which it owes to human Peme"”:md'
action; provided we remember that the first include the
space-relations of the plot in question, and the annuity that
nature has given it of sunlight and air and rain ; and that in
many cases these are the chief of the inherent properties of
the soil. Tt is chiefly from them thai the ownershiy of
agricultural land derives its peculiar significance, and the
theory of its rent a special character. But the question how
far the fertility of any soil is due to the original properties
given to it by nature, and how far to the changes in it made

L]
mechanically as well as chemieally, to hold the materials of plant food which
would otherwise be quickly washed out of them.
Chemically the soil must have the inorgayic elements that the plant wants
in a form palatable to it, and sometimes man can turn a barren into & very
fertile so0il by adding a small quantity of just those things that are needed.

—
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by man, cantpt,_be fully discussed without taking account of
the kind of wroducs raised from it.

For human "Eg'éncy can do much mor® to promote the
growth of some crops than of others. At one end of the
scale are forest trees; an oak well planted and with plenty
of room has very little to gain from man’s aid: there is no
way of applying lahour to it so as to obtain any considerable
return; and nearly the same may be said of the grass on some
rich river Lottoms which are endowed with a rich soil and
good natural drainage. Next comes land which, though not
quite so rich, is still kept in permanent pasture; and after
this comes arable land on which man does not trust to nature’s
sowing, but prepares for each crop a seed hed to suit jty
special wants, Lastly, the kinds of produce which owe most
to man’s labour and care are the choicer kinds of fruits,
flowers and vegetables, and of animals, particularly thoge
which are used for improving their own breeds. For while
nature left to herself would select those that are best able
to take care of themselves and their offspring, man selects
“those which will provide Aifin nost quickly with the fargest
supplies of the things he most wants; and many of the
choicest products could not hold their own at all with_ou(t.’
his care,

Thus various then are the parts which man plays in siding
nature to raise the different kinds of agricultural prodyce,
In each case he works on till the extra return got by extra
capital and labour has so far diminished that it will no
longer remunerate him for applying them. Where this linit
is soon reached he leaves nature to do nearly all the work ;
where his share in the production has been great, it is
because he has ‘veen able to work far without reaching this
limit. 'We are thus brought to consider the law of diminishing
return.
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CHAPTER 1IV.
THE GROWTH OF POPULATION,

§ 1. Max is the chief means of the produciion of that
wealth of which he is himself the ultimate aim ; and it sebms
best to make at this stage some study of the growth of popu-
lation in numbers, in strength and in character.

In the animal and vegetable world the growth of num-
bers is governed simply by the iendency of individuals to
propagate their species on the one hand, and on the other
hand Ly the struggle for life which thins out vast numbers
of the young before they arrive at maturity. In the human®
race alone the conflict of these two opposing forces is com-
plicated by the influences of furethuught and self-controf, of
prudence and a sense of duty.

The study of the growth of population is often spoken of «
as though it were o modern one; but in a more or less vague
form it has occupied the attention of thoughtful meh in all
ages of the world. 'We may however confine ourselves here to
some account of its most famous student, Malthus, whose
Esgay on the Principle of Populution is the starting point of
all modern speculutions on the sulject’. »

His reasoning egnsists of theee parvts which must be kept
distinct. The first relates to the supply of lnbour,
By a careful study of facts he proves that every
people of whose history we have a trustworthy record, has
been so prolific that the growth of its numbers would have

been rapid and continuous if it had not beef' checked either

Malthus.

1 First edition 1798: he published a much‘ enlarged and improved edition -
in 1808. The history of the Doctyine of Populution, and of its conneetion with
the practical needs of different nations at different times, is sketched fn Prin-
ciples, IV. 1. 1, 2,
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by a scarcity of the necessaries of life, or some other cause,
that is, by disease, by war, by infanticide, or lastly by volun-
tary restraint.

His second position relates to the demand for labour.
Like the first it is supported by facts, but by a different set
of facts. He shows that up to the time at which he wrote
no country (as distinguished from a city, such as Rome or
Vepice,) had heen able to obtain an abundant supply of the
necessaries of life after its territory had become very thickly
peopled. The produce which Nature returns to the work of
man is her effective demand for population: and he shows
that up to this time a rapid increase in population, when
already thick, had not Jed to a proportionate increase in this
demand.

Thirdly, he draws the conclusion that what had been in
the past, was likely to be in the future; and that the growth

of population would be checked by poverty or some other
" cause of suffering, unless it were checked by voluntary re-
straint. He therefore urges people to use this restraint, and,
" while leading lives of moral purity, to abstain from very early
merriages. '

The changes which the course of events has introduced
into the doctrine of population relate chiefly to the second and
third steps of his reasoning. 'We have already noticed that the
English economists of the earlier half of this century overrated
th? tendency of an increasing population to press upon the
means of subsistence. It was indeed not their fanlt that they
could not foresee the vast developments of steam transport by
land and by sea, which have enabled Englishmen of the present
generation to obtain the products of the richest lands of the
earth at comparatively small cost. . But the fact that Malthus
did not foresee these changes makes the second and third steps
of his argument antiquated in form; though they are still
in a great measure valid in substance. We may then procegg
to state the doctrine of population in its modern form.
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§ 2. The growth in numbers of a people depends firstly
on the “natural increase,” that is, the excess of Naturalin-
their births over their deaths; and secondly on ;;::;‘:n‘_’“d mi-
migration.

The number of bhirths depends chiefly on habits relating
to marriage. i-Fhe age of marriage varies with the climate,
heing earlier in warm climates than in cold; but in every case
the longer marriages are postponed beyond the age that is
natural to the climate, the smaller is the birth-rate. Given
the climate, the average age of marriage depends o = o
chiefly on the ease with which young people can ing the age of
establish themselves, and support a family accord- ™™ 28%
ing to the standard of comfort that prevails among their
friends and acquaintances: and therefore it is different in
different stations of life,

In the middle classes a man's income seldom reaches its
maximum till he is forty or lifty years old; and Vasiationgin
the expense of bringing up his Jhildren is heavy different
and lasts for many years. The artisan earns ©*%%*
nearly as much at twenty-one as he ever does, unless he risese
to a responsible post, but he does not earn much before he is

* twenty-one: his children are likely to be a considerable ex-
pense to him till about the age of tifteen; unless they are
sent into a factory, where they may pay their way at a very
early age; and lastly the unskilled labourer earns nearly full
wages at eighteen, while his children begin to pay their gwn
expenses very early. 1n consequence, the average age at
marringe is highest among the middle classes: it is low
among the artisans and lower still among the unskilled
Iabourers.

Unskilled labourers, when not su poor asto suffer actual
want and not restrained by any external cause, have seldom,
if ever, shown a lower powér of incrguse than that of doubling
in thirty years; that is, of multiplying a willion-fold in six
hundred years, a billion-fold in iwelve hundred: and hence it

4—5
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might be inferred a priori that their increase has never gone
on without restraint for any considerable time. This in-
ference is confirmed by the teaching of all history. Through-
out Europe during the Middle Ages, and in some parts of
it even up to the present time, unmarried labourers have
usually slept in the farm-house or with their parents; while a
Hindrances to Married pair have generally required a house for
early marri-  themselves: when a village has as many hands
agein station- N .

ary rural as it can well employ, the number of houses is not
districts. inereased, and young people wait as best they can.
There are many parts of Europe even now in which custom,
exercising almost the force of law, prevents more than one son
in each family from marrying; he is generally the eldest, but
in some places the youngest: if any other son marries, he
must leave the village. When great material prosperity, and
the absence of all extreme poverty are found in old-fashioned
corpers of the Old World, the explanation generally lies in
some such custom as this with all its evils and hardships.

§ 3. In this respect the position of the hired agricultural

labourer has changed very much. The towns are
Influence of . . . .
peasant now always open to him and his children; and if
propertics. he betakes himself to the New World he is likely
to succeed better than any other class of emigrants. But the
gradual rise in the value of land and its growing searcity are
tending to check the increase of population in some districts
in -which the system of peasani properties prevails; especially
those in which there is not much enterpriso for vpening out
new trades or for emigration, and parents feel that the social
position of their children will depend on the amount of their
land.

On the other hand there seem to be no conditions more
favourable to the rapid growth of numbers than those of the
agricultural districts of -new countries. Land is to be hhd
in abundance, railways and steamships carry away the produce
of the land ; and they bring back in exchange implements of
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advanced types, and many of the comforls and luxuries of life.
The “farmer,” as the peasant proprietor is called in Amnerica,
finds therefore that a large family is not a burden, but an
assistance to him. He and they live healthy out-of-door lives;
there is nothing to check, bul everything to stimulate the
growth of numbers. The natural increase is aided by immi-
gration; and thus, in spite of the fact that some classes of the
inhabitants of large cities in .\merica arve, it is said, reluctant
to have many children, the population has increased sixten-
fold in the last hundred years.

§ 4. The growth of population in England has a more
clearly defined history than that in the United popuation in
Kingdom, and we shall find some interest in Englazd.
noticing its chief movements.

The restraints on the incrense of numbers during the
Middle Ages were the smme in England as else- [ ..~
where. In England as elsewhere the religious during Middie
orders were a refuge to those for whom no estab- Ages. ¢
lishment in marriage could be provided; and religious celibacy
while undoubtedly acting in some measure as an independent*
check on the growth of population, is in the main to,be
regarded rather as o method in which the broad natural
forces tending to restrain population expressed themselves,
than as an addition to them. [Infectious and contagious
diseases, hoth endemic and epidemic, were cuused by dirty
habits of life, whicli were even worse in England than in 4he
South of Europe; and famines were caused by the failures of
goud harvests and the difticulties of communication, though
this evil was less in England than elsewhere. Country life
was, as elsewhere, rigid in its habits; young people found it
difficult to establish themselves until some other married pair
had pussed from the svcene and made a vacancy in their own
porish ; for, though artisans and domestic retainers moved
about a good deal, migration was seldom thought of by an
agricultural labourer.
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In the latter half of the seventeenth and the first half of
Seventeenth the eighteenth centur}f the cen?ml government
and eighteenth exerted itself to hinder the adjustment of the
centuries. supply of population in different parts of the
country to the demand for it by Settlement Laws, which
made any one chargeable to a parish who had resided there
forty days, but ordered that he might be sent home by force
at any time within that period. Landlords and farmers were
s0 1ea.ger to prevent people frum gelting o “settlement” in
their parish that they put great ditticulties in the way of
building cottages, and sometimes cven razed them to the
ground. In consequence the agricultural population of Eng-
land was stationary during the hundred years ending with
1760; while the manufactures were not yet sufficiently
develuped to absorb large numbers. This retardation in the
growth of numbers was partly caused by, and partly a cause
of, a rise in 1hie standard of living : a chief element of which
was an increased use of wheat in the place of inferior grains
as the food of the common people,

From 1760 onwards those who could not establish them-
selves at home found little difficulty in getting employment
in the new manufacturing or mining districts, where the
demand for workers often kept the local authorities from
enforcing the removal clauses of the Settlement Act. To
these districts young people resorted freely, and the birth-
rate in them became exceptionally high; but so did the death-
rate also; the net result being a fairly rapid growth of popu-
lation. At the end of the century, when Malthus wrote his
Bssay, the Poor Law again began to influence the age of mar-
ringe, but this time in the direction of making it unduly early.
The nine. The sufferings of the working classes caused by a
teenth cen-  series of famines and by the French War made
ey some measuee of relief necessary ; and the need of
large Lodies of recruits for the army and navy was an ad-
ditional inducement to tender-hearted people to be somewhas
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liberal in their allowances to a large family, with the practical
effect of making the father of many children often able to
procure more indulgences for himself without working than
e could have got by hard work if he had been unmarried or
had only a small family. Those who availed themselves most
of this bounty, were naturally the laziest and meanest of the
people, those with least self-respect and enterprise. So al-
though there was in the manufacturing towns a fearfpl
mortality, particularly of infants, the quantity of the people
increased fast; but its quality improved little, if at all, till
the passing of the New Poor Law in 1834, Since that
time the rapid growth of the town population has, as we shall
see in the next Chapter, tenderd to increase mortality ; but
this has been counteracted by the growth of temperance, of
medical knowledge, of sanitation and of general cleanliness.
Emigration has inereased, the age of marringe has been
slightly raised, and a somewhat less proportion of the whgje
population are married; hut, on the other hand, the ratio of
births to a marriage has risen ; the net result being that popu-
lation has grown nearly steadily.

§ 3. Barly in last century, when wages were low and wheat
was dear, the working classes generally spent | .
more than half their income on bread: and con- affecting mar-
sequently a risc in the price of wheat diminished Tage-Tate
marriages very much among them: that is, it diminished very
much the number of marriages by banns. But it raised tife
income of many members of the well-to-do classes, and there-
fore often increased the number of marriages by license. Since
however these were but a'‘small part of the whole, the net
effect was to lower the marriage-rate. But as time went on,
the price of wheat fell and wages rose, Lill noWw the working
classes spend on the average less than a quarter of their in-
comes on bread; and in consequencesthe chief influence on
the marriage-rate is exercised, not by the price of wheat, but
by variations of commercial prosperity.
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Since 1873 though the average real income of the popula-
tion of England has indeed been increasing, its rate of in-
crease has been less than in the preceding years. But
meanwhile there has been a great fall of prices, and con-
sequently a great fall in the noney-incomes of many classes
of society; and people are governed in their calculations as
to whether they can afford to marry or not, more by the
mpney income which they expect to Le able to get, than by
elaborate calculations of changes in its purchasing power.
The standard of living therefore amoug the working classes
has been rising rapidly, perhaps more rapidly than at any
other time in English history : their household expenditure

measured in money has remained about stationary, and
measured in goods has increased very fast’,

1 The marringe rate is now reckoned as the nunber ot persons who are
married (not the number of marriages which take place) for every thonsand of
the popnlation. It was 17-6 in 1873; it fell to 142 in 1886, rose to 165 in
1899; and in 1905 it was 13:3.  Comparing the habits of different nations we
find that in the Teuntonic countries of Central and Northern Eurape, the age
of marriage is kept late, partly in consequence of the early years of manhood
being spent in the army. In France, contrary to general opinion, early
marriages on the part of men are not rare; while on the part of women they
ave more common than in any country for which we have statistics, except
the Sclavonic countries, where they are much the highest. In the United
Kingdom and America there is no compulsory service, and men marry early.
The marriage-rate, the birth-rato and the death-rale are diminishing in
ulmost every country. But the general mortality is high where the birth.rate
is high. For instauee, both are high in Selavonic countries, and both are low
in the North of Eunrope. The death-rates are low in Australasia, and the
‘“@afural” incresse there is fairly high, though the Dbirth-rate is low and
falling fast.
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CHAPTER V.

THE HEALTH AND STRENGTH OF THE POPULATION.

§ 1. Wg have next to consider the conditions on which
depend health and strength, physical, mental and . .-
moral. They are the ])-l.\l‘i of industrial effici- industrial effi-
ency, on which the production of material wealth clency.
depends ; while on the other hand the chief importance of
material wealth lies in the fact that, when wisely used, it
increases the health and strength, physical, mental and moral
of the human race. ’

Tn many oceupations industrial effiviency requires little olsé
than physical vigour; that is, muscular strength,  ppysicar
a gouc constitution and energetic habits. Tn strength.
estimating muscular, or indecd any other kind of strength for
mdustn.ml purposes, we must take nccount of the number of
hours in the day, of the number of days in the year, and the
number of years in the lifetime, during which it can be
exerbed. But with this precaution we can measure a mank
muscular exertion by the number of feet through which his
work would raise a pound weight, if it werve applied dirvectly to
this use ; or in other words by the number of “foot pounds”
of work that he does’.

»

1 This measure can be applied directly to most kinds of navvies’ and porters’
work, and indirectly to many kinds of agricultural work. In a controversy
that was waged aftor the great agricultural lock-ont as to the relative efficiency
of unskilled labour in the South and North of England, the most trustworthy
mensure was found in the number of tous of material thai a ma.u would load
into a cart in a dey.
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In backward countries, particularly where there is not;
much use of horses or other draught animals, a great part of
men’s and women’s work may be measured fairly well by the
muscular exertion involved in it. Butl in England less than
one-sixth of the industrial classes are now engaged on work
of this kind ; while the force exerted hy steam-engines alone
is more than twenty times as much as could be done by the
mascles of all Englishmen.

Although the power of sustaining great muscular exertion
General  Seems to rest on constitutional strength and other
vigour. physical conditions, yet even it depends also on

force of will, and strength of character. gEnergy of this kind,
which may perhaps be taken to be the strength of the man, a-
distinguished from that of his body, is moral rather than
physical; but yet it depends on the physical condition of
nervous strength!.  Thix strength of the man himsclf, this
resolution, energy and self-mastery, or in short this ¢ vigour”
is the source of all progress:iit shows itself in great deeds, in
great thoughts and in the capacity for true religious feeling.

§ 2. In discussing the growih of numbers a little has
ween said incidentally of the causes which determine length
of life: but they are in the main the same as those which
determine constitutional strength and vigour, and they will
occupy our attention again in the present chapter.

The first of these causes is the climate. A warm climate
Influenceof 15 Not altogether hostile to high intellectual and
climate, artistic work : hut it prevents people from heing
able to endure very hard exertion of any kind continued for
a long tifiie.™

Climate has also a large share in determining the neces-
The necessa-  S8ries of life; the first of which is food. Food musb
ries of life. supply the nitrogenous and other elements that

1 This must be distinguished from nervousness, which, as a rule, indicates
a general deficiency of nervous strength; though sometimes it proceeds from
nervous irritability or want of balance.
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are required to build up growing tissues and to repair the
waste of the hody. It must also afford heat, some of which
can bo converted into muscular force; and for this purpose
carbonaceous food, when it can be properly digested, is the
cheapest’. DMuch also depends on ihe proper preparation of
food, and a skilled housewife with ten shillings a week to
spend on food will often do more for the bealth and strength
of her family than an unskilled one with twenty. The great
infant mortality among the poor is largely due to the wang of
cave and judgment in preparing their food ; and those who do
nob entirely succumb to this want of motherly care often grow
up with enfeebled constitutions. Kven in London in the
seventeenth and eighteenth centuries the mortality was eighf,
per cent, greater when corn was dear than when it was che“,p;
and though the increase of wealth and of charity and the
constant supply of cheap foreign corn has caused the worst
cifects of hunger to cease, yet the want of fitting food is still
a frequent cause of that general wenkening of the system
which renders it unable {o resist disease.

‘We have already seen that the necessaries for eﬂicieucy .
vary with the nature of the work to be done, but we myst
now exaniine this subject a little more closely. ¢

As regards muscular work in particular, there is a close
connection between the supply of foud that a man has, and
his available strength. 1If the work is intermittent, as that
of some dock labourers, a cheap but nutritious grain diet‘ is
sufficient.  But for very heavy continuous strain, such as is
involved in puddlers’ and the hardest navvies' oher matagial
work, food is required which can be digested and necessaries,
assimilated even when the body is tired. This quality is still
more essentialgin the food of the higher gyades of labour
which involve inereased nervous strain, though the qua,ntif,y
required is generally small,

1 The nitrogenous elements are most easily got from animal food. They
exist also in vegetable fooils; but not in a formn that is so easily digested.

M. 5
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After food, the next necessaries of life and labour, are
clothing, house-room and firing; when they are deficient, the
mind becomes torpid, and ultimately tho physical constitution
is undermined.

§3. Wext come three closely allied conditions of vigour,
Hope'freed;‘,n\ namely, hopefulniess, freedom, and change. All
and change.  Tijgtory is full of the record of inefficiency caused
in varying degrees by slavery, serfdom, and other forms of
eivil and political oppression and repression.  Freedom and
hope increase not only man's willingness bhut also his power
for work ; physiologists tell us that a given exertiun consumos
less of the store of nervous encrgy if donc under the stimulus
of pleasure than of pain: and without hope there is no enter-
prise. Security of person and property are two conditions of
this hopefulness and freedom; but security always involves
restraints on freedom, and it is one of the most difficult prob-
lems of civilization to discover how to obtain the seccurity,
which is a condition of freedom, without tuo great a sacrifico
of freedom itself.

Changes of work, of scene, and of personal assveiations
bring new thuughts, call attention to the imperfections of old:
methods, stimulate & “divine discontent,” and in every way
develop creative energy. A shifting of places enables the
more powerful and original minds to find full scope for their
energies and to rise to important positions : whereas those who
st y at home arc often over much kept in their places. Few
men are prophets in their own land ; neighbours and relations
wro generally the last to pardon the faults and to recognize
the merits of those who arc less docile and inore enterprising
than those around them. It is doubfless chiefly for this reason
that in almost every part of England a disproportionately
large share of the best energy and enterprise is to be found
among those who were born elsewhere.

Freedom so far has been regarded as freedom from ex-
ternal bonds. But that higher freedom, which comes.of self-
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mastery, js an even mwre important condition for the highest
work. The elevation of the ideals of life on which this de-
pends, is due on the one side to political and economic causes,
and on the other to personal and religious influences ; among
which the influence of the mother in early childhood is
supreme.

§ 4. Budily and mental health and strength are much
influenced hy occupation’. At the beginning of 1nguence of
this contury the conditions of factory work were occupatién.
needlessly unhealthy and oppressive for all, and especially for
young children. But Factory and Education Acts have re-
moved the worst of these evils from factories ; though many
of them still linger about domestic industries and the smaller
workshops. TInfant mortality also is diminishing, though there
remains much room for improvement in this direction.

The higher wages, the greater intelligence, and the better
melical facilities of townspeople should cause infant mortality
to be much lower among them than in the country. Bub it
in generally higher, especially wheroe there are many mothers
who negleet their family duties in order fo earn money
wa.g('s. .
Tn almost all countries thers is a constant migration
towards the towns, The large towns and espe-
cially London absorb the very best blood from
all the rest of Eagland; the most enterprising, the mosb
highly gifted, those with the highest physique and the strongest
characters go there to find scope for their abilities. But by
the time their children atul children’s children have grown up

Town life.

1 The rate of mortality is low among ministers of religion and school-
masters; among the agricultural classes, and in some other industries such as
those of wheelwrights, ghipwrights and coal-miners. It isshigh in lead and tin
mining, in file-making and earthenware manufacture. But neither these nor
any other regular trade show as high a rate of mortality as is found smong
London general lnhourers and costermongers ; avhile the highest of all is that
of servants in inns. Such occupations are not directly injnrious to health,
but they attract those who are weak in physique end in character and they
encourage irregular habits.
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without healthy play, and without fresh air, there is little
trace left of theiv original vigour!'.>

There is perhaps no better use of public and private
money than in providing public parks and playgrounds in
large cities, in contracting with railways to increase the
number of the workmen’s trains run by them, and in helping
those of the working classes who are willing to leave the
large towns to do so, and to tuke their industries with them;
while money spent on reduecing the cost of living in large
towns by building workmen's houses at a Joss or in other
ways, is likely to do alinost as much harm as good, and some-
times even more. If the numbers of the working classes in
the large towns are reduced to those whose work must le
carried on there, the scarcity of their labour will enable them
to command high wages ; and therefore if sanitary laws and
rules against overcrowding are rigidly enforced, and space
enough is secured to provide opportunities of healthy play
for  their children, those who live in large towns will have a
hetter chance of leaving a healthy progeny hehind them ; and
meanwhile some check will be given to the migration from
the country to the towns.

§ 5. In the earlier stages of civilization natural selection
and competition made it the rule that thuse, who were strongest
and most vigorous, left the largest progeny hehind them. Tt
is to this cause, more than any other, that the progress of the

«

1 TLis is scen even in trades that require but little musculnr strength;
only a very small proportion of those artisans to whom London owes its pre-
eminence as a centre of highly shilled work come from parents who were born
there; and there are scarcely any whose grandparents were born there.

The death-rate of large towns gives no just indication of their effect on the
health and vigour of the people; chiefly because many of the town influences
which lower vigour do not appreciably affect mortality. Other reasons are
that the immigrants into towns are generally picked lives and in the full
strength of youth; and that yaang people whose parents live in the country
generally go home to die. The mortality of females in London between the
ages of fifteen and thirty-five is for this reason abnormally low.
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human race, as of all other forms of life, is due; and though
in the later stages of civilization the upper Nature's ten
classes have commonly married late, and in con- gency to weed
sequence have had fewer children than the 2%% ‘c’;";m‘:’:;‘:
working classes, this has been compensated strong to sur-
for by the fact that among the working classes *'"¢
themselves the old rule has held; and the vigour of the
nation that is tending to be damped out among the upper
classes is thus replenished bLy the fresh stream of strewgth
that is constantly welling up from bhelow.  But in France for
a long time, recently in Amerien, and to a less extent in
England, there has been some iendency for the abler and
more intelligent part of the working class population to
avoid having large families ; and this is a souree of great
danger.

There are increasing reasons for fearing, that though the
progress of wedical science and sanitation is o o oo
saving from death a continually inereasing number teracted %
of the children of those who are feeble physically ™*™
and mentally; yet meanwhile those who are strong, are tending
to defer their warringes and in other ways to limit the number
of ¢hildren whom they leave behind them. The causes are partly
selfish and partly unselfish; and the former probably do less
harm than the latter; for perhaps it is best for the world that
hard and frivolous people should leave but few descendants
of their own type. But some people marry late, and hpve
few children, in consequence of a desire Lo secure as good a
social position as possible for themselves and their children.
This desire contains many clements that fall short of the
highest ideals of human aims, and in some cases, o few that
are distinetly base; but after all it has been,one of the chief
factors of progress, and those who arve affected hy it include
many of the best and strongest of ihe race. Such persons,
having a high sense of duly, are specially likely to be in-
fluenced by the doctrine that large families are injurious to
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the world and that they can do better for a small than for a
large family

There are other considerations of which account ought to
Practical con- be taken; but so far as the points discussed in
clusion. this chapter are concerned, it seems primd facie
advisable that people should not bring children into the world,
till they can see their way to giving them at least as good an
education both physical and mental as they themselves had;
ang that it is best to marry moderately early provided there
is sufficient self-control to keep the family within the requisite
bounds without transgressing moral laws.  The general adop-
tion of these principles of action, combined with an adequute
provision of fresh air and of healthy play for our town
populations, conld hardly fail to cause the strength and vigour
of the race to improve. And we shall presently find reasons
for believing that if the strength and vigour of the race
improves, the increase of numbers will not for a long time
1o come cause a diminution of the avernge real income of the
people.

Thus then the progress of knowledge, and in particular
The forces of Of medical science, the ever-growing activity and
godd and evil.  \ivqom of Government in all matiers relating to
health, and the increase of material wealth, all tend to lessen
mortality und to increase health and strength, and to lengthen
life. On the ovther hand, vitality is lowered and the death-
rate raised by the rapid increase of town life, and by the
tendenucy of the higher straing of the population to wmarry
later and to have fewer children than the lower. Tf the
former set.of causes were alone in action, but so regulated as
to avoid the danger of over-population, it is probable that
man would quickly rise to a physical and mental excellence
far superior to any that the world has yet known; while if
the latter set acted unchecked, he would speedily degenerate.
As it is, the two sets hold one another very nearly in balance,
the former slightly preponderating. While the population
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of England continues to increase, those who are out of health
in body or mind are certainly not an increasing part of the
whole ; and the rest are much hetter fed and clothed, and
with a few exceptions ave stronger than they were.

Tt is sometimes urged that the death-rate in some large
towns, and especially in London, is not as high as might have
been anticipated if town life is really injurious to health and
vigour. But this argument seems untrustworthy, partly
because many of the town influences which lower vigour, do
not much affect mortality ; and partly because the majority of
immigrants into the towns are in the full strength of youth,
and of more than average energy and courage ; while young
people whose parents live in the country generally go home
when they become seriously ill,

1t is not to be concluded from this that the race is degene-
rating physically, nor even that its nervous strength is on the
whole decaying. On the contrary the opposite is plainly true
of those boys and girls who are able to enter freely iito
modern outdoor amusements, who frequently spend holidays
in the country and whose food, clothing and medical care are
abundant, and governed by the best modern knowledge. But
until quite recently the children of the working classes in
large towns have had a bad time: and it is doubtful whether
the recent diminution of their hours of lubour, the advances
of sanitation and medical science, improvement of their food
and clothing, of their education and even in some cases thejr
playgrounds quite make up for the evils inherent in town life’,

1 Manchester and other very large towns are not now growing as fast as
they were doing earlier in this century. Not only are the centres of such
towns more and more taken up by warehouses and other buildings which are
occupied in the day time by people who live in the subprbs; but further,
the medium sized towns and spreading industrial districis are growing fast
partly at the expense of very large towns. This chango secms likely to be
hastened l/)y;the growing chegpuess aud efliciency of the electrical transmission
of force.,
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CHAPTER VL
INDUSTRIAT TRAINING.

§ 1. Havine discussed the causes which govern the
growth of a numervus and vigorous population, we have next
to consider the training that is required to develop its in-
dustrial efticiency,

Very backward races are unable to keep on at any kind
Unskilled Ia. of work for a long time; and even the simplcs.:t
botrarelative form of whal we regard as unskilled work is
rerm. skilled work relatively to them ; for they have
not the requisite assiduity, and they ean acquire it only by a
long course of training. But where education is universal,
an occupation may fairly be classed as unskilled, though it
requires a knowledge of reading and writing. Again, in
districts in which manufactures have long been domiciled, a
habit of responsibility, of carefulness and promptitude in
hgndling expensive machinery and materials becomes the
common property of all; and then much of the work of tending
machinery is said to be entirely mechanical and unskilled,
and to call forth no human faculty that is worthy of estcem.
But in fact it is probable that not unetenth of the present
populations of sthe world have the mental and maoral faculties,
the intelligence, and the self-control that are rvequired fo: it:
perhaps not one half ¢ould be made to do the work well
by steady training for two generations. Even of a manu-
facturing population only & small purt are capable of doing
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many of the tasks that appear at first sight to be entirely
monotonous. Machine-weaving, for instance, simple as it
seems, is divided into higher and lower grades; and most of
those who work in the lower grades have not “the stuff in
them” that is required for weaving with several colours.
And the differences are even greater in industries that deal
with hard materials, wood, metals, or ceramies.

Some kinds of manual work require long-continued prac-
tice in one set of operations, hut these cases are not very
comnmon, and they are becoming rarer: for machinery is con-
stantly taking over work that requires mnanual skill of this
kind. Tt is indeed true that a general command over the
use of one’s fingers is a very important eclement of industrial
efticiency ; but this is the result chicfly of nervous strength,
and self-mastery. Tt is of course developed by training, but
the greater part of this may be of a general character and
not special to the particular occupation; just as a good
cricketer soon learns to play tennis well, so a skilled artisan
can often move into other trades without any great and
Jasting loss of efliciency.

Manual skill that is so specialized, as to be wholly in-
capahle of being transferred from one occupation to anotlfer,
is becoming steadily less and less important. Putting aside
for the present the faculties of artistic perception and artistic
creation, we may say that what miukes one oceupation higher
than another, what makes the workers of one town or
country morve cfficient than those of another, is chiefly a
superiority in general sagacity and energy which is not
specialized to any one trade.

To he able to bear in mind many things at a time, to
have everything ready when wanted, to acj promptly and
show resource when anything gues wrong, to accommodate
oneself quickly to changes in details of the work done, to be
steady and trustworthy, to have always a reserve of force
which will come out in emergency, these are the qualities



122 BOOK Iv. CH. vI. §§1—3.

which make a great industrinl people. They are not peculiar
to any occupation, but are wanted in all; and if they cannot
always be easily transferred from one trade to other kindred
trades, the chief reason is that they require to he supple.
mented by some knowledge of materials and familiarity with
special processes.

We may then use the term general ability to denote
G those faculties and that general knowledge and

eneral and
Speelalized  intelligence which are in varying degrees the
ability. common property of all the higher grades of
industry : while that manual dexterity and that acquaintance
with particular materials and processes which are required for
the special purposes of individual trades may be classed as
specialized ability.

§ 2. General ability depends largely on the surroundings
Infuence of Of childhood and youth. In this the first and far
the home.  the most powerful influence is that of the mother.

Next comes the influence of the father, of other children, and
in some cases of servants. As years pass on the child of the
working man learns a great deal from what he sees and hears
going on around him; and when we enquire into the ad-
vantages for starting in life which children of the well-to-do
classes have uver thuse of artisans, and which these in their
turn have over the children of unskilled labourers, we shall
have to consider these influences of home morve in detail
But at present we may pass to consider the more general in-
fluences of school education.

Little need be said of general education; though the in-
fluence even of that on industrial efliciency is
greater than it appears. Tt is true that the
children of the working classes must very often leave school,
when they have but learnt the elements of reading, writing,
arithmetic and drawing; and it is sometimes argued that part
of the little time spent on these subjects would be hetter
given to practical work. But the advance made during

School.
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school-time is important not so much on its own account, as
for the power of future advance which a school education
gives. Reading and writing afford the means of that wider
intercourse which leads to breadth and elasticity of mind,
and which is enabling the working man of to-day to be as
capable a citizen as was the country gentleman of last
century’,

§ 3. Technical education used to mean little more than -
imparting that manual dexterity and that ele- 1. pnicer”
mentary knowledge of machinery and processes, education.
which an intelligent lad quickly picks up for himself when his
work has begun; though if he has learnt it beforehand, he can
perhaps earn a few shillings more at starting than if he had been
quite ignorant. But such so-called education does not develop
faculties; it rather hinders them from being developed. A lad,
who has picked up the knowledge for himself, has educated
himself by so doing; and he is likely to make better progress
in the future than one who has been taught in a school of tl#is
old-fashioned kind. Technical education is however outgrowing
its mistakes; and is aiming, firstly, at giving a general com-
mand over the use of eyes and fingers® (though there are signs
that this work is being taken over hy general education, o

1 Tt is true that learning to spell does not edncate the faculties to any con-
siderable extent, and that the time spent on it is nearly wasted. If spelling
and prommcmtlon could be brought into harmony in the English language, as
they are in most other lnngu.tgcs, children would, it has been estimated, be
able to read fluently & year earlier than they can 1ow.

2 According to the best English opinions, technieal education for the
higher ranks of industry should keep the nim of developing the faculties
almost as constantly before it as general education does. It should rest on
the same basis es a thorough general education, but should go on to work out
in detail special branches of knowledge for the benefit of particular trades.
Our nim should be to add the scientific training in which the cguntries of Western
Europe are ahead of us to that daring and restless energy and those practical
instincts, which seldom flourish unless the best years of youth are spent in
the workshop; recollecting always that whatever a youth learns for himself
by direct experience in well-condueted works, teaches him more and stimulates
his mental activity more than if it were taught him by a master in a technical
school with model instruments.
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which it properly belongs) ; and secondly at imparting artistic
skill and knowledge, and methods of investigation, which are
uscful in particular occupations, but are scldom properly
acquired in the course of practical work. Every advance in
the accuracy and versatility of automatic machinery narrows
the range of manual work in which command over hand and
eye is at a high premium.
According to the best English opinions, technical education
for the higher ranks of industry should keep the

~

The ai . . .

ofl%:[l;lri‘:h aim of developing the faculties almost as cou-
education stantly before it as general education does. Tt
reform,

should rest on the same hasis as a thorough
general education, but should go on to work out in detail
special branches of knowledge for the benefit of particular
trades. Our aim should be to add the scientific training in
which the countries of Western Rurope are ahead of us to
that daring and restless energy and those practical instinets,
which seldom flourish unless the best years of youth are spent
in the workshop. A substitute is however needed for the old
apprenticeship system, which is not generally adapted to
modern conditions, and has fallen into disuse.

* § 4. Itistrue that there are many kinds of work which
can be dune as efficiently by an uneducated as by an educated
Indirect bene. WoTkman : and that the higher branches of edu-
fits of a pood cation are of little direct use except to employers
°d.u°at'°n' and foremen and a comparatively small numbher
of artisans, But a good cducation confers great indirect bene-
fits even on the ordinary workman. It stimulates his mentul
activity ; it fosters in him a habit of wise inquisitiveness ; it
makes him more intelligent, more ready, more trustworthy in
his ordinary work ; it raises the tone of his life in working
hours and out of working hours; it is thus an important
means towards the production of material wealth ; at the same
time that, regarded as an end in itself, it is inferior to none of
those which the production of material wealth can be made ta
subserve.
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‘We must however look in another direction for a part,
perhaps the greater part, of the iimnediate economic gain
which the nation may derive from an improvement in the
general and technical education of the mass of the people.
We must look not so much at those who stay in the rank and
file of the working classes, as at those who rise from a humble
birth to join the higher ranks of skilled artisans, to become
foremen or employers, to advance the boundaries of science, or
possibly to add to the national wealth in art and literature.

The laws which govern the birth of genius ave inserutable.
It is probable that the percentage of children of

- . At present
the working classes, who are endowed with natural much natural
abilities of the highest order, is not so great as :}’:Eg runs to
that of the children of people, who have attained
or have inherited a higher position in society. But since the
manual labour classes are fuur or five times as numerous as all
other classes put together, it ix not unlikely that more than
half the best natural genius that is born into the country
belongs to them ; and of this a great part is fruitless for want
of opportunity. There is no extravagance more prejudicial to
the growth of national wealth than that wasteful negligenge
which allows genius that happens to be born of lowly parent-
age to expend itself in lowly work. No change would conduce
s0 much to a rapid increase of material wealth as an improve-
ment in our schools, and especially those of the middle grades;
provided it is combined with an extensive systemn of scholar-
ships, which will enable the clever son of a working man to
rise gradually from school to school till he had the best theo-
retical and practical education which the age can give'.

§ 5. Most parents are willing enough to do for their
children what their own parents did for thet ; and perhaps
even to go a litile beyond it, if they find themselves among

1 The influence exerted on naiional prosperity by education of all kinds
general, technical and artistie, is now attracting increased attention, and

England is setting herself to profit by the experiences of other countries in
this matter.
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neighbours who happen to have a rather higher standard.

But to do more than this requires, in addition
ls,:::;f::i;:{he to the moral qualities of unselfishness and a
educationof  warmth of affection that are perhaps not rave, a
their children, . . . . .

cortain habit of mind which is as yet not very
common. 1t requires the habit of distinctly realizing the
future, and of regarding a distant event as of nearly the same
importance as if it were close at hand,—a habit which is at
once a chief product and a chief cause of civilization, and is
seldom fully developed except among the middle and upper
classes of the more cultivated nations.

Mill was so much impressed by the difficulties that beset a
Industrial  Parent in the attempt to bring up his son to an
grades. occupation widely different in character from his

own, that he said':—*“So complete, indeed, has hitherto been
the separation, so strongly marked the line of demarcation,
between the different grades of labourers, as to bhe almost
equlvnlent to an hereditary distinction of caste; each emplay-
ment heing chiefly recruited from the children of those already
employed in it, or in employments of the same rank with it
in social estimation, or from the children of persons who, if
originally of a lower rank, have succeeded in raising them-
selves by their exertions. The liberal professions are monstly
supplied by the sons of cither the professional or the idle
classes : the more highly skilled manual employments are filled
up from the sons of skilled artisans or the class of tradesmen
who rank with them : the lower elasses of skilled employments
are in a similar case ; and unskilled labourers, with occasional
exceptivng, remain from father to son in their pristine con-
dition. Consequently the wages of each class have hitherto
been regulated by the increase of its own population, rather
than that of the general population of the country.”

But he goes on, “The changes, however, now so rapidly

taking place in usages and ideas are undermining all these

1 Book 11 ch, xrv, § 2.
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distinctions;” and, since he wrote, the broad lines of division

which he pointed out have been almost obliterated _

by the rapid action of those cuuses which, as we B:::ng::::;
saw carlier in the chapter, are reducing the :;:a?f’ing
amount of gkill and ability required in some occu-

pations and increasing it in others. We cannot any longer
regard different occupations as distributed among four great
planes; but we may perhaps think of them as resembling a
long flight of steps of uncqual hreadth, some of themn Leingd so
broad as to aet as Janding stages. Or even better still we
might picture to ourselves two flights of stairs, one represent-
ing the “hard-handed industries” and the other *“the soft-
handed industries;” because the vertical division between
these two is in fact as broad and as clearly marked as the
horizontal division between any two grades.

But though parents generally bring up their children to
occupations in their own grade, and therefore the proyisional
total supply of labour in any grade in one gene- conclusion?
ration is in a great measure determined by the numbers in
that grade in the preceding generation, yet within the grade
itself there is greater mobility. Tf the advantages of any one
vecupation in it rise above the average, there is & quick influx
of youth from other occupations into the grade.  The vertical
movement from one grade to another is scldom very rapid or
on a very large seale; hut, when the advantages of a grade
have risen relatively to the difticulty of the work requiredyof
it, many small streams of Jabour, both youthful and adult,
will begin to flow towards it ; and though none of them may
be very large, they will together have a sufficient volume to
satisfy before long the increased demand for labour in that
grade, . .

We must defer to a later stage a fuller discussion of the
obstacles which the conditions of any place and time oppose
to the free mobility of labour, and also of the inducements
which they offer to anyone to change his occupation or to
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bring up his sun to an occupation different from his own.
But we have seen enough to conclude that, other things being
equal, an increase in the earnings that are to be got by labour
increases its rate of growth; or, in other words, a rise in its
demand price increases the supply of it. If the state of know-
ledge, and of social and domestic habits be given, then the
vigour of the population, and both the numbers and vigour
of any trade in particular, may be said to have a supply price
in this sense, that there is a certain level of the demand price
which will keep them stationary; that a higher price would
cause them to increase, and that a lower price would cause
them to decrease. The same proposition holds true as to the
numbers of population as a whole in nearly all countries.
But the influence of economic causes on the growth of num-
hers is very uncertain in its action especially where, as in
France, all but the very poorest classes lay great store on the
inheritance of family property.

“During these three chapters we have discussed the supply
of labour mainly as a means towards the production of ma-
terial wealth., But here, as in every other economic inquiry,
we must bear in mind that the only aim of that production
is the development of the people in numbers, in health, in
strength, in happiness and above all in ciricter.
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CHAPTER VIL
THE GROWTH OF WEALTH.

-

§ 1. Tue carliest forms of wealth were probably imple-

ments for hunting and fishing, and personal orna- gary forms of
ments ; and, in cold countries, clothing and huts, wealth.
As numbers thickened and the people settled down to agri-
culture, cultivated land touk the first place in the inventory
of wealth ; and that part of the value of the land which was
due to improvements (among which wells held a conspicuous
place) became the chief element of capital, in the narrower
“Berse of the term. Next in importance came houses, domesti-
cated animals, and in some places boats and ships; but the
implements of production whether for use in agriculture or
in domestic manufactures remained for a long time of little
value. During all this time the only trade that used very
expensive implements was the trade of carrying goods by
water : the weavers’ looms, the husbandnan’s ploughs and the
blacksmith’s anvils were of simple construction and were of
little account beside the merchant’s ships. But in the eight-
centh century Ingland inaugurated the era of expensfve
implements.

The implements of the English farmer had been rising
slowly in value for a long time ; but the progress modern forms
was quickened in the eighteenth century. After of wealth.

2 while the use first of water power and then“of steam power
caused the rapid substitution of expensive machinery for in-
expensive hand tools in one department of production after
another. As in earlier times the most expensive implements
were ships and, in some cases, canals for navigation and irri-
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gation ; so now they are the means of locomotion in general—
railways and tramways, canals, docks and ships, telegraph and
telephone systems and water-works: even gas-works might
alinost come under this head, on the ground that a great part
of their plant is devoted to distributing the gas. After these
come mines and iron and chemical works, ship-building yards,
printing-presses, and other large factories full of expensive
machinery. Ang, on whichever side we look, we find that the
progress and diffusion of knowledge are constantly leading to
the adoption of new processes and new machinery, which
economize human effort on condition that some of the effort is
spent a good while before the attainmnent of the ultimate ends
to which it is directed.

As civilization progresses, man develops new wants, and
new and more expensive ways of gratifying them. There
seems to be no good reason for believing that we are anywhere
near a stationary state in which there will be no new im-
portant wants to be satisfied ; in which there will be no more
room for profitably investing present effort in providing for
the future; and in which the accumulation of wealth will
cease to have any reward. The whole history of man shows
that his wants expand with the growth of his wealth and
knowledge. And with the growth of openings for the in-
vestment of capital therc is a constant incrense in that surplus
of production over the necessaries of life, which gives the
pewer to save.

§ 2. The habit of distinetly realizing the future and

providing for it has developed itself slowly and
Slow growth . . . M
ofthe habitof fitfully in the course of man’s history. Travel-
providing for Jers tell us of tribes who might double their

resources and enjoyments without increasing their
total labour, if they would only apply a little in advance the
means that lie within their power and their knowledge; as,
for instance, by fencing in their little plots of vegetables
against the intrusion of wild animals,
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But oven this apathy is perhaps less strange than the
wastefulness that is found now among some classes in our
own country. Cases are not rare of men who alternate be-
tween earning two or three pounds a week and being reduced
to tho verge of starvation: the utility of a shilling to them
when they are in employment is less than that of a penny
when they are out of it, and yet they never attempt to make
provision for the timo of neced. At the opp051te extreme
there are misers, in some of whom the passion for sa.vxng
borders on insanity; while, even among peasant proprietors
and some other classes, we meet not unfrequently with people
who carry thrift so far as to stint themselves of necessaries,
and to impair their power of future work. Thus they lose
every way: thoy ncver really enjoy life; while the income
which their stored-up wealth brings them is less than they
would have got from the increase of their earning power, if
they had invested in themselves the wealth that they hn,ve
accumulaied in a material form.

In India, and to a less extent in Ireland, we find people
who do indeed abstain from immediate enjoyment and save
up considerable sums with great self-sacrifice, but spend all
their savings in lavish festivities at funerals and marriages.
They make intermittent provision for the near future, but
scarcely any permanent provision for the distant future: the
great engineering works by which their productive resources
havo been so much increased, have been made chiefly with she
eapital of the much less self-denying race of Englishmen.

Thus the causes which control the accumulation of wealth
differ widely in different countries and different ages. They
are not quite the same among any two races, and perhaps not
even among any two social classes in the s#¢me race. They
depend much on social and religious sanctions; and it is
remarkable how, when the binding force of custom has been
in any degree loosened, differences of personal character will
causc neighbours brought up under like conditions to differ
from one another more widely and more frequently in their
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habits of extravagance or thrift than in almost any other
respect.

§ 3. The thriftlessness of early times was in a great mea-

: sure due to the want of security that those who
Securityasa . N .
conditionof made provision for the future would enjoy it:
saving. only those, who were already wealthy, were strong
enough to hold what they had saved; the laborious and self.
denying peasant who had heaped up a little store of wealth
only to see it taken from him by a stronger hand, was a
constant warning to his neighhours to enjoy their pleasure
and their rest when they could. The border country between
England and Scotland made little progress so long as it was
liable to incessant forays; there was very little saving by the
French peasants jn the eighteenth century when they could
escape the plunder of the tax-gatherer only by appearing to he
poor, or by Irish cottiers, who, on many estates, not very many
years ago, were compelled to follow the same course in order
to avoid the landlords’ claims of exvrbitant rents,

Insecurity of this kind has nearly passed away from the
civilized world. But we are still suffering in England from
the effects of the Poor-law which ruled at the beginning of
last century, and which introduced a new form of insecurity
for the working classes. For it arranged that part of their
wages should, in effect, he given in the form of poor relief;
and that this should be distributed among them in inverse
priportion to their industry and thrift and forethought, =a
that many thought it foolish to make provision for the future.
The traditions and instincts, which were fostered by that evil
experience, are even now a great hindrance to the progress of
the working classes; and the principle which nominally at
least underlies +he present Poor-law, that the State should
take account only of destitution and not at all of merit, acts
in the same direction though with less force.

Insecurity of this kind also is being diminished: the
growth of enlightened views as to the duties of the State and
of private persons towards the poor, is tending to make it
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every day more true that those who have helped themselves,
and endeavoured to provide for their own future, will be cared
for by society better than the idle and the thoughtless. But
the progress in this direction remains slow, and there is much
to be done yet.

Again, modern methods of business have brought with
them opportunities for the safe investment of capital in such
ways as to yield a revenue tu persons who have no good
ogportunity of engaging in any business,—not even in that
of agriculture, where the land will under some conditions act
as o trustworthy savings-bank. These new opportunities have
induced sume people who would not otherwise have attempted
it to put by something for their own old age. And, what
has had a still greater effect on the growth of wealth, it has
rendered it far easier for a man to provide a secure income
for his wifo and children after his death : for, after all, family
affection is the main motive of saving. There are many wants
against which it is impossible to provide divectly by storfng
up goods. But he who has stored up &apital from which he
derives & money income can buy what he will to mect his
needs as they arise.

§ 4. That men labour and save chiefly for the sake of
their families and not for themselves, is shown
by the fact that they seldom spend, after they ;1::,': f,*;‘:ﬂ;?:;
have retired from work, more than the income it?of:mily affec-
that comes in from their savings, preferring to )
leave their stored-up wealth intact for their families; while
in this country alone twenty millions a year are saved in the
form of insurance policies and are available only after the
death of those who save them.

A man can have no stronger stimulus to energy and enter-
prise than the hope of rising in life, and leaving his family to
start from a higher round of the social ladder than that on
which he began. It may even give him an overmastering
passion which reduces to insignificance the desire for ease,
and for all ordinary pleasures, and sometimes even destroys in
him the finer sensibilities and nobler aspirations, But, as is
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shown by the marvellous growth of wealth in America during
the present generation, it makes him a mighty producer and
accumulator of riches; unless indeed he is in too great a hurry
to grasp the social position which his wealth-will give him.
For his ambition may then lead him into as great extrava-
gance as could have been induced by an improvident and self-
indulgent temperament.

The greatest savings are made by those who have been
brought up on narrow means to stern hard work, who have
retained their simple habits, in spite of success in business,
and who nourish a contempt for showy expenditure and a
desire o be found at their death richer than they had been
thought to be. This type of character is frequent in the
quieter parts of old but vigorous countries, and it was very
common among the middle classes in the rural districls of
Englund for more than a generation after the pressure of the
great French war and the heavy taxes that lingered in its
wixe,

§ 5. Next, as to the sources of accumulation. The power

to save depends on an excess of income over ne-
The source of . s x
accumulation  ¢essary expenditure; and this is greatest among
1o surplus in- the wealthy, In this country, most of the larger

incomes, but only a few of the smaller, are chiefly
derived from capital. And, early in the present century, the
commercial classes in England had much more saving habits
than either the country gentlemen or the working classes.
These causes combined to make English economists of the last
generation regard savings as made almmost exclusively from
the profits of capital,

But even in modern England rent and the earnings of
professional men and of hired workers are an important, source
Rentandearn. Of accumulation: and they have been the chief
ings. source of it in all the earlier stages of civiliza-
tion. Moreover the middle, and especially the professional
classes, have always denied themselves much in order to invest
capital in the education of their children; while a great part
of the wages of the wurking clusses is invested in the physical
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health and strength of their children. The older economists
took too little account of the fact that human faculties are as
important a means of production as any other kind of capital ;
and we may conclude, in opposition to them, that any change
in the distribution of wealth which gives more to the wage
receivers and less to the capitalists is likely, other things being
equal, to hasten the increase of material production, and that
it will not perceptibly retard the storing-up of material wealth,
Of course other things would not be equal, if the change weee
brought about by violent methods which gave a shock to
public security. Dut a slight and temporary check to the
accumulation of material wealth need not necessarily be an
evil, even from a purely economic point of view, if, being
made quietly and without disturbance, it provides better
opportunities for the great mass of the people, increases their
efliciency, and developes in them such habits of self-respect
as to result in the growth of a much more efficient race of
producers in the next generation. For then it may do moee
in the long-run io promote the growth of even material wealth
than great additions to our stock of fuoturies and steam-
engines,

A people among whowm wealth is well distributed, and who
have high ambitions, are likely to accumulate a Public accu-
grent deal of public property; and the savings mulations of
made in this form alone by some well-to-do demo- democracies.
oracies form no inconsiderable part of the best possessions
which our own age has inherited from its predecessors. The
growth of the co-operative movement in all its many forms,
of building societies, friendly societies, trades unions, of
working men’s savings-banks &c., shows that, even
so far as the immediate accumulation of materinl
wealth goes, the resources of the country are not, as the older
economists assumed, entirely lost when they are spent in
paying wages'.

Co-operation,

1 It must however be admitted that what passes by the name of public
property is often only nothing more than private wealth borrowed on 2 mort-
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§ 6. The sacrifice of present pleasure for the sake of
Interestis the L00ure; has been called abstinence by economists,
rewardofwait~ But this term has been misunderstood : for the
ing- greatest accumulators of wealth are very rich
persons, some of whom live in luxury, and certainly do not
practise abstinence in that sense of the term in which it is
convertible with abstemniousness. What economists meant was
that, when a person abstained from consuming anything which
he had the power of consuming, with the purpose of increasing
his resources in the future, his abstinence from that particular
act of consumption increased the accumulation of wealth,
Since, however, the term is liable to be misunderstood, it
is better to say that the accumulation of wealth is generally
the result of a postponement of enjoymeni, or of a wwiting
for it.

This willingness to wait is generally increased by a rise in
the rate of interest which is the reward of waiting. Con-
versely a fall in the rate of interest generally lowers the

margin at which a person finds it just not worth
Influence of . .
changes in the While to give up present pleasures for the sake of
;‘::{i:’:"s‘ those future pleasures that are to be secured hy

saving some of his means. It will therefore gene-
rally cause people to consume a little more now, and to make
less provision for fulure enjuyment. But this rule is not
without exception.

For indeed Sir Josiah Child remarked two centuries ago,
that in countries in which the rate of interest is high, mer-
chants “when they have gotten great wealth, leave trading”
and lend out their money at interest, *the gain thereof hLeing
so easy, certain and great; whereas in other countries where
interest is at a,Jower rate, they continue merchants from gene-
ration to generation, and enrich themselves and the state.”

gage of future public revennes. Municipal gas-works for instance are not
generally the resulty of public accuinulations. They were built with wealth
saved by private persons, and borrowed on public account.
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And it is as true now, as it was then, that many men retire
from business when they are yet almost in the prime of life,
and when their knowledge of men and things might enable
them {o conduct their business morve efliciently than ever.
Again, as Mr Sargant has pointed out, if a man has decided
to go on working and saving till he has provided a certain
income for his old age, or for his family after his death, he
will find that he has to save more if the rate of interest is luw
than if it is high. Suppose, for instance, that he wishes*to
provide an income of £100 a year on which he may retire
from business, or to insure £400 & year for his wife and
children after his death: if then the current rate of interest is
H per ceni., he need only put by £8,000 or insure his Life for
£38,000; but if it iy 4 per cent., he must save £10,000 or
insure his life for £10,000.

1t is then possible that a continued fall in the rate of
interest may he accompanied by a continued increase in the
yearly additions to the world’s capital. Dut none the less™fs
it true that a fall in the distant benefits to be got by a given
amount of working and waiting for the future does tend on
the whole to diminish the provision which people make for
the future ; or in more modern phrase, that a fall in the rate
of interest tends to check the accumulation of wealth. For
though with man’s growing command over the resources of
nature, he may continue to save much even with a low rate of
interest ; yet, while human nature remains as it is, every fgll
in that rate is likely to cause many more people to save less
than to save more than they would otherwise have done.

To sum up :—The accumulation of wealth is governed by
a great variety of cuuses: by custom, hy habits of self-control
and realizing the future, and above all hy the .power of family
affection. Sccurity is a necessary condition for it, and the pro-
gress of knowledge and intelligencee furthers it in many ways.

A rise in the rate of interest, or demand price for saving,
tends to increase the volume of saving. Tor in spite of the
fuct that a few people who have determined to secure an
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income of a certain fixed amount for themselves or their
family will save less with a hugh rate of interest than with a
low rate, 1t 18 a nearly universal rule that a rise in the rate
ez eases the desire to save, and 1t often increases the power
to save, or iather it 15 often an mdication of an ncreased
efficiency of our productive re-ources

1 The following estimites may be of mtercst, thoagh the clement of un
certainty 1 all of them 1s very meat
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The scries of bad haivests and the difficulty of importing food during
the great nax at the beginning of last century mmpoverished the people of

England, but nearly doubled the nommnal value of the land of England

Smce then hiee t1ade, the mprovements m transport, the opemng of new
count1ies and other causes have lowered the nommal value of that part of the
land whieh 15 devoted to agricultme, but have added much to the real wealth

of the people
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CHAPTER VIIL

INDUSTRIAL ORGANIZATION.

§ 1. WriTERs on social science from the time of Plato

downwards have delighted to dwell on the in- .
. . - 'he doctrine

creased efficiency which labour derives from or- that organiza-
ganization. Adam Smith gave a vivid descrip- :i‘;:i:':;?‘:::
tion of the advantages of the division of labour; much to bio-
he pointed out how they render it possible for loay.
increased numbers to live in comfort on a limited territory ;
and he argued that the pressure of pupulation on the means of
subsistence tends to weed out those races who through wank
of organization or for any other cause are unable to turn to
the best account the advantages of the place in which they
live. Before two more generations had elapsed Malthus® his-
torical account of man’s struggle for existence set Darwia
thinking as to the effects of the struggle for existence in the
animal world. Since that time bivlugy has nmore than repaid
her debt ; and economists have learnt much from the profound
analogies which have been discovered between industrial or-
ganization on the one side and the physical organization of
the higher animals on the other. The development of the
organism, whether social or physieal, involves a greater sub-
division of functions between its separate parts on the one
hand, and on the other a more intimate connection between
them. Each part gets to be less and less self-sufficient, to
depend for its well-being more and more on other parts, so
that no change can take place in any part of a highly-
developed organism without affecting others also.

This increased subdivision of functions, or ¢ differentia~
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tion” as it is called, manifests itsclf with regard to industry
Differentiation in such forms as the division of labour, and the
and Integra-  development of specialized skill, knowledge and
tion. machinery : while “integration,” that is, a
growing intimacy and firmness of the connections between the
separate parts of the industrinl organism, shows itself in such
forms as the increase of security of commercial credit, and of
the means and habits of communication by sea and road, by
wilway and telegraph, by post and printing-press.  This leads
us to consider the main bearings in economies of the law that
the struggle for existence causes those organisms to muliply
which are best fitted to derive benefit from their environment.
This law is often misunderstood ; and taken to mean ithat
The law of those organisms tend to survive which are beat
struggle for filted to benefit the environment. DBut this is not
survival. its meaning. Tt states that those organisms tend
1o survive which are best fitted lo wulilize the environment for
«heir own purposes. Now those that utilize the environment
most, may turn out to be those that benefit it most. But it
must not be assumed in any particular case that they are
thus beneficial, without special study of that case.
< §2. Adam Swith was aware that competition did nou
Harmonics always cause the sm'\'i.\'ul of tle)se businesses and
and discords  those methods of business which were most ad-
:f;:":f:nil“:;l'_ vantageous to society ; and though he insisted on
.lle;;ive inter-  the general advantages of thal minute division
) of labonr and of that subtle industrinl organi-
zation which were being developed with unexampled rapidity
in his time, yet he was careful to indicate points in which
the system failed, and incidental evils which it iuvolved.
But many of his fullowers were less careful. They were not
contented with arguing that the new industrial organization
was obtaining vieturies over its rivals in every direction,
and that this very fact proved that it met a want of the
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times, and had a good halance of advantages over disad-
vantages : but they went further and applied the same argu-
ment to all its details; they did not see that the very
strength of the system as a whole enabled it to carry along
with it many incidents which were in themselves evil. For
a while they fascinated the world by their remantic accounts
of tho flawless proportions of that “natural” organization
of industry which had grown from the rudimentary germ
of sclf-interest. They depicted each man selecting his dai];'
work with the sole view of getting for it the best pay
he could, but with the inevitable result of choosing that in
which he could he of most service to others. They argued
for instance thad, if & man had a talent for managing business,
he would be surely led to use that talent for the benefit of
mankind ; that meanwhile a like pursuit of their own interests
would lead others to provide for his use such capital as he
could turn to best account; and that his own interest would
lead him so to arvange those in his employment that ever}:-
one should do the highest work of which he was capable, and
no other.

This “natural organization of industry” had a fascinatiop
for earnest and thoughtful minds; it prevented them from
seeing and removing the evil that was intertwined with the
gond in the changes that were going on around them ; and it
hindered them from inquiring whether many cven of the
broader features of modern industry may not be transitionae
having indeed good work to do in their time, as the caste
system had in its time: but like it chiefly serviceable in lead-
ing the way towards better arrangements for a happier age’.

1 Physical peculiarities acquired by parents during their life-time are
seldom, if ever, transmitted. But the children of those who lead healthy lives
physically and morally are perhaps born with a firmer fibre than others, and

cerlainly ave more likely to be well nourished, well trained, to acquire whole-
some instinets, and to have Mipf self-respect which is 2 mainspring of progress.
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CHAPTER IX.

INDUSTRIAL ORGANIZATION, CONTINUED. DIVISION OF
LAROUR. THE INFLUENCE OF MACHINERY.

§ 1. Tue first condition of an efficient orgunization of
. industry is that it should keep everyone em-
Plan of this » eqrae .oe
and the two Ployed at such work as his abilities and training
following fit him to do well, and should equip him with
chapters.
the best machinery and othev appliances for his
wulk ‘We shall confine oulselvcb to the division of labour
between different classes of operatives, with special referenco
to the influence of machinery. In the following chapter we
shall consider the reciprocal effects of division of labour and
localization of industry; in a third chapter we shall inguire
how far the advantages of division of labour depend upon the
aggregation of large capitals into the hands of single indi-
viduals or firms, or, as is commonly said, on production on a
“arge scalo ; and lastly, we shall examine the growing speeiali-
zation of the work of business management.

Everyone is familiar with the fact that *practice makes
Practice perfect,” that it enables an operation, which at
makes perfect. fiyst seemed difficult, to be done after a time
with comparatively little excrtion, and yet much better than
before ; and physiology in some measure explains this fact.

Adam Smith pointed out that a lad who had made nothing
but nails all his life could make them twice as
quickly as a firstrate smith who only took to nail-
making occasionally. Anyone who has to perform exactly

Illustrations.
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the same set of operations day after duy on things of exactly
the same shape, gradually learns to move his fingers exactly
as they are wanted, by almost automatic action and with
greater rapidity than would be possible if every movement
had to wait for a deliberate instruction of the will. One
familiar instance is scen in the tying of threads by children in
a cotton mill. _Again, in a clothing or a buot factory, a person
who sews, wlwl.lwl by hand or nndmwly, Jjust the same seam
on a picce of leather or cloth of just the same size, hour after
hour, day after day, is alle to do it with far less effort and far
more quickly than a worker with much greater quickness of
eye and hand, and of a much higher order of general skill,
who was accustomed to make the whole of a coat or the whole
of a boot.

Again, in the wood and the metal industries, if a man
has to perform exactly the same oporations over and over
again on the same picce of material, he gets into the habit of
holding it exactly in the way in which it is wauted, and of
arranging the tools and other things which he has to handle
in such positions that he is able to bring them to work on
one another with the least possible luss of time and of force in
the movements of his own body. Accustomed to find them
always in the same position and to take them in the same
order, his hands work in harmony with one another almost
automatically : and, as he hecomes more practised, his expen-
diture of nervous force diminishes even moro rapidly than his
expenditure of muscular force.

But when the action has thus been reduced to routine, it
has nearly arrived at the stage at which it can h .
be taken over by machinery. The chief difficulty of oamual 1o
to bhe overcome is that of getting the machinery ‘:::hi:;; of
to hold the material firmly in exactly the position
in which the machine tool can be brought to bear on it in the
right way, and without wasting too much time in taking grip
of it. But this can generally be contrived when it is wortb
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while to spend some labour and expense on it ; and then the
whole operation can often be controlled by a worker who,
sitting before a machine, takos with the left hand a piece of
wood or metal from a heap and puts it in a socket, while with
the right he draws down a lever, or in some other way sets
the machine tool at work, and finally with his left hand
throws on to another lheap the material which has been cut or
punched or drilled or planed exactly after a given pattern.
Thus machinery constantly supplants that purely manual skill,
the attainment of which was, even up to .\l Smnith’s time,
the chief advantage of dividion of labour. DBut, at the same
time, it increases the scale of manufactures and iakes them
more complex : and, on the whole, increases the opportunities
for division of labour of all kinds, and especially in the matter
of husiness management,
§ 2. The powers of machinery to do work that requires
_too much accuracy to be done by hand are perhaps best seen
Interchange- il some branches of the metal industries in which
able Parts.  {he system of Interchangeable Parts is being
rapidly developed. It is only after long training and with
much care and labour that the hand can make one piece of
metal accurately to resemble or to fit into another: and after
all the accuracy is not perfect. But this is just the work
which a well made machine can do most casily and most per-
fectly. For instance, if sowing and reaping machines had to
ssc made by hand, their first cost would be very high; and
when any part of them was broken, it could be replaced only
at great cost by sending the machine hack to the manufacturer
or by bringing a highly skilled mechanic to the machine. But
as it is, the manufacturer keeps in store many facsimiles of
the broken part, which were made Ly the same machinery,
and are therefore interchangeable with it. A farmer in the
North-West of America, perhaps a hundred mniiles away from
any good mnechanic’s shop, can yet use complicated machinery
with confidence; since he knows that by telegraphing the
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number of the machine and the number of any part of it
which he has broken, he will get hy the next train a new
piece which he can himself tit into its place. The importance
of this principle of interchangeable parts has been but re-
cently grasped; there are however many signs that it will
do more than any other to extend the use of machine-made
machinery to every branch of production, including even
domestic and agricultural work.

The influences which machinery exerts over the charactsr
of modern industry are well illustrated in the ppe watch-
manufacture of watches, A few years ago the making trade.
chief seat of this business was in French Switzerland ; where
the subdivision of labour was carried far, though a great part
of the work was done by & more or less scattered population.
There were ahout fifty distinct branches of trade, each of
which did one small part of the work. In almost all of them
a highly specialized manual skill was requived, but very little
Jjudgment ; the earnings were generally low, hecause the trada
had heen established too long for those in it to have anything
like a monopoly, and there was no difticulty in bringing up
to it any child with ordinary intelligence. But this industry
is now yielding ground to the American system of making
watches by machinery, which requires very little specialized
manual skill. In fact the machinery is hecoming every year
more and more automatic, and is getting to require less and
less assistance from the human hand. But the more delicate
the machine’s power, the greater is the judgment g

Machinery in-
and carefulness which is called for from those creases the de-
who see after it. Take for instance a beautiful :‘Z.‘?“ﬁ,ﬁ‘;ﬁ?.' nee
machine which feeds itself with steelwire at one 8€7¢¢;

end, and delivers at the other tiny screws of exquisite form ;
it displaces a great many operatives who had indeed acquired
a very high and specialized manual skill, but who lived
sedentary livos, straining their eyesight through microscopes,
and finding in their work very little scope for a.ny()fuculty

M.



146 BOOK 1V, CH. IX. § 2, 3.

except a mere command over the use of their fingers. But
the machine is intricate and costly, and the person who minds
it must have an intelligence, and an energetic sense of respon-
sibility, which go a long way towards making a fine character;
and which, though more common than they were, are yet
sufficiently rare to be able to earn a very high rate of pay.
No doubt this is an extreme case ; and the greater part of the
work done in a watch factory is much simpler. But much
of it requires higher faculties than the old system did, and
those engaged in it earn on the average higher wages; at the
same time that it has already brought the price of a trust-
worthy watch within the range of the poorest classes of the
cominunity, and it is showing signs of being able soon to ac-
complish the very highest class of work.
Those who finish and put together the different parts of a
watch must always have highly specialized skill :
::S,i:::a::,ns but most of the machines which are in use in a
m::.diﬂ'e"“t watch factory, are not different in general cha-
racter from those which are used in any other of
the lighter metal trades: in fact many of them are mere
modifications of the turning lathes and of the slotting, punch-
ing, drilling, planing, shaping, milling machines and a few
others, which are familiar to all engincering trades. This is a
good illustration of the fact that while there is a constantly
increasing subdivision of lahour, many of the lines of division
between trades which are nominally distinet are hecoming
narrower and less diflicult to be passed. In old times it would
have been very small comfort to watch-makers, who happened
to be suffering from a diminished demand for their wares,
to be told that the gun-making trade was in want of extra
hands ; but most of the operatives in a watch factory would
find machines very similar to those with which they werc
familiar, if they strayed into a gun-making factory or sewing-
machine factory, or a factory for making textile machinery.
A watch factory with those who worked in it could be con-
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verted without any overwhelming loss into a sewing-machine
factory: almost the only condition would be that no one
should be put to work in the new factory which required a
higher order of general intelligence, than that to which he
was already accustomed'.

§ 3. We may now pass to consider the effects which
machinery has in relieving that excessive mus- .

S, R . Machinery re-
cular strain which a few generations ago was the jjeves the
comumnon lot of more than half the working men ::::;‘:x:c‘l‘::
even in such a country as England. The most
marvellous instances of the power of machinery are seen in
large iron-works, and especially in those for making armour
plates, where the force to be exerted is so great that man’s
muscles eount for nothing, and where every movement, whe-
ther horizontal or vertical, has to be effected by hydraulic or
steam force; man merely standing hy veady to govern the ma-
chinery and clear away ashes or perfurm some such secondar
task, -

Machinery of this class has increased our command over
nature, but it has not directly altered the character of man’s
work very much; for that which it does he could not have
done without it. But in other trades machinery has lightened
man’s labours. The house-carpenters, for instance, make things
of the same kind as those used by our forefathers, with much
less toil for themselves,  They now give themselves chicfly to
those parts of the task which arc most pleasant and mori,,
interesting ; while in every country town and almost every
village there are found steam mills for sawing, planing and
moulding, which rclieve them of that grievous fatigue which
not very long ago used to make them prematurely old®,

1 The changes in the methods of printing are almost as instructive as those
in watch-making, They are traced in Principles IV. IX. 5.

2 The jack-plane, used for making smooth large boards for floors and other
purposes, was the worst enemy of the carpenter. All but specinlly skilled men
were compelled to spend a great part of their time with the jack-plane, and
this brought ou heart-disease, making them as a rule old men by the time they
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New machinery, when just invented, generally requires a
Machinery  Sreat deal of care and attention: Bu.t. the work
takes over mo- of its attendant is always being sifted; that
motonous work \cpich is uniform and monotonous is gradually
taken over by the machine, which thus becomes steadily more
and more automatic and self-acting ; till at last there is no-
thing for the hand to do, but to supply the material at certain
intervals and to {ake away the work when finished. There
séill remains the responsibility for secing that the machinery
is in good order and working smoothly ; but even this task is
often made light by the introduction of an automatic move-
ment, which brings the machine to a stop the instant anything
Zoes wrong.

Nothing could be more narrow or monotonous than the
oceupation of a weaver of plain stuffs in the old time. But
now one woman will manage four or more looms, each of
which duoes many times as much work in the course of the
Gay as the old handJoom did: and her work is much less
mounotonous and calls for mueh more judgment than his did.
So that for every hundred yawvds of cloth that are woven, the
purely monotonous work done by human beings is probably
not a twentieth part of what it was.

As Roscher says, it is monotony of life much more than
and tessens  Monotony of work that is to be dreaded: mono-
monatony of tony (_»f » ork is an evil of the first -m'dcr only
.y when it involves monotony of life. Now when a

were forty. But now those who become prematurely old through overwork
are to be found almost exelusively among the professional classes, among
those engaged in the more anxinns kinds of bnsiness, and in some agricultural
districts in which the rate of wages is still very low and the people are habitu-
ally underfed. Adam Smith tells us that “workmen, when they are liberally
paid, are very apt to overwork themselves and to ruin their heelth and eonsti-
tution in a few years. A carpenter in London, and in some other places, is
not supposed to last in his ntmost vigour above eight years.. .Almost every
class of artificers is subject to some partienlar infirmity occasioned by exces-
sive applicetion to their peculiar species of work.” Wealth of Nations, Book 1.
Chapter vir.
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person’s employmnent requires much physical exertion, he is fit
for nothing after his work ; and unless his mental faculties
are called forth in his work, they have little chance of being
developed at all. But the nervous force is not very much
exhausted in the ordinary work of a factory, at all events
where there is not excessive noise, and where the hours of
labour are not too long. The social surroundings of factory
life stimulate mental activity in and out of working hour:;;
and even those factory workers, whose occupations are seem-
ingly the most monotonous, have more intelligence and mental
resource than has been shown Ly the English agricultural
lIabourer, whose employment has more variety. It is true
that the American agriculturist is an able man, and that his
children rise rapidly in the world. But partly because land
has been plentiful, and he has generally owned the farm that
he cultivates, he has had better social conditions than the
English ; he has always had to think for himself, and has long
had to use and to repair complex machines. The linglish
agricultural labourer has had many great disadvantages to
contend with ; bul is steadily improving his position.

§ 4. We may next consider what ave the conditions under
which the economies in production arising from
division of labour can best be secured. It is Efp:)::]?l;;:t:::.
obvivus that the efficiency of specialized machi- ;‘e‘i“::g_ice:m;g:
nery or specialized skill is but one condition of uniessthescale
its economic use; the other is that sufticient work 2f Juetiote
should be found to keep it well employed. .\s
Babbage puinted out, in a large factory “the mnaster manu-
facturer by dividing the work to be executed into different
processes, each requiring different degrees of skill or force,
can purchase exactly that precise quantity of both which is
necessary for each process; whereas if the whole work were
executed by one workman that person must possess sufficient
skill to perform the most difficult and sufticient strength to
execute the most laborious of the operations intu which the



150 BOOK IV CH. IX. § 4.

work is divided.” The economy of production requires not
only that each person should be employed constantly in a
narrow range of work, but also that, when it is necessary for
him to undertake different tasks, each of these tasks should
be such as to call forth as much as possible of his skill and
ability. Just in the same way the economy of muchinery
requires that a powerful turning-lathe when specially arranged
for one class of work should be kept employed as long as
pgssil)le on that work; and if after all it is necessary to
employ it on other work, that should be such as to be worthy
of the lathe, and not such as could have Leen done equally
well by a much smaller machine.

Many of those economies in the use of specialized skill and
machinery which are commonly regarded as within the reach
of very large establishments, do not depend on the size of indi-
vidual factories. Some depend on the aggregate production of
the kind in the neighbourhood ; while others again, especially
{fiose connected with the growth of knowledge and the pro-
gress of the arts, depend chiefly on the aggregate voluwme of
production in the whole civilized world. And here we may
introduce twu technical terms. "We may divide the economies
arising from an inerease in the scale of production of any kind
External ana OF gooc'ls, iut:o two classes. Those which we have
:‘:tne‘:::l Eco- been discussing may be called Juternal Economies;

: because they are dependent on the resources of
4be individual houses of Lusiness engaged in it, on their
internal organization and on the efficiency of their manage-
ment, We have next to examine those Kxternal economies
which arise from the general development of an industry and
especially from the concentration of many businesses of a
similar character in particular localities: or, as is commonly
said, from the Localization of Industry.
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CHAPTER X.

INDUSTRIAL ORGANIZATION CONTINUED., THE CONCENTRA:
TION OF SPECTALIZED INDUSTRIES IN PARTICULAR
LOCALITIES.

§1. In an early stage of civilization every place had o
depend on its own resources fur most of the =
heavy wares which it consumed; unless indeed z:.:‘;t:{fo%l_
it happened to have special facilities for water ized indus.
carriage. DBut the slowness with which customs '
changed, made it easy for producers to meet the wants of,
consumers with whom they had little communication ; and it
enabled comparatively poor people to buy a few expensive
guads fromr @ disdenes, fn dhe seceily dhad dbey wowld add ¢g
the pleasure of festivals and holidays during a life-time, op
perhaps even during two or three life-times. Consequent,]y
the lighler and more expensive articles of dress and persongl
adorninent, together with spices and some kinds of metal
implements used by all classes, and many other things for the
speciul use of the rich, often came from astonishing distances,

Many varivus causes have led to the localization of indys
tries, but the chief have been physical ; such as
the character of the climate and the soil, or the Xrai;i:‘;sgf
existence of mines and quarries in the neigh- localized in.
bourhood, or within easy access by land or water.

Thus metallic industries have generally been either near mines
or in places where fuel was cheap. The iron industries in
England first sought those districts in which charcoal wgs
plentiful, and afterwards they went to the neighbourhood of
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collieries. Staffordshire makes many kinds of pottery, all the
materials of which are imported from a long distance; but
she has cheap coal and excellent clay for making the heavy
“segyars” or boxes in which the pottery is placed while being
fired. Straw plaiting has its chief home in Bedfordshire,
where straw has just the right proportion of silex to give
strength without brittleness; and Buckinghamshire beeches
have afforded the material for the Wycombe chairmaking,
The Sheftield cutlery trade is due chiefly to the excellent griv
of which its grindstones are made,

Another chief cause has been the patronage of a court.

The rich folk there assembled make a demand for goods of
specially high quality; and this attracts skilled workmen from
a distance, and educates those on the spot. Thus the mecha-
nical faculty of Lancashire is said to be due to the influence
of Norman smiths who were settled at Warrington by Hugo
e Lupus in William the Cunqueror’s time. And the greater
part of England’s manufacturing industry before the era of
cotton and steam had its course directed by settlements of
Flemish and Huguenot artisans; many of which were made
under the immediate direction of Plantagenet and Tudor
kings. These immigrants taught us how to weave woollen
and worsted stuffs, though for a long time we sent our cloths
to the Netherlands to be fulled and dyed. They taught us
how to cure herrings, how to manufacture silk, how to make

=hace, glass, and paper, and to provide for many other of our
wants,

§ 2. When an industry has once thus chusen a locality
Advantages of for itself, it is likely to s.tu.y there long: s0 grent
localized in- aré the advantages which people following the
fe“;ltt::;skl“"‘.‘ same skilled trade get from near neighbourhood

to one another. The mysteries of the trade be-
come nv mysteries ; but are as it were in the air, and children
learn many of them unconsciously. Good work is rightly
appreciated ; inventions and improvements in machinery, in
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processes and the general organization ol the business have
their merits promptly discussed ; if one man starts a new idea
it is taken up by others and combined with suggestions of
their own, and thus becomes the source of further new ideas.
And presently subsidiary trades grow up in the gyypsigiary
neighbourhood, supplying it with implements and trades;
materials, organizing its traflic, and in many ways conducing
to the ecunomy of its matevial. )

Again, the economic use of expensive machinery can same-
times e attained in a very high degree in a gpecigtized
district in which there is a large aggregnte pro- machinery;
duction of the same kind, even though no individual eapital
employed in the trade be very large. For subsidiary indus-
tries devoting themselves each to one small branch of the
process of production, and working it for a great many of
their neighbours, are able tu keep in constant use machinery
of the most highly specialized character; and to make it pay
its expenses, though its original cost may have been high, and
its rate of depreciation very rapid.

Again, in all but the earliest stages of economic develop-
ment a localized industry gains a great advantage 1ocal marker
from the fact that it offers a constant market for for skill.
skill. Employers are apt to resort to any place where they
are likely to find a good choice of workers with the special
skill which they require; while men seeking employment
naturally go to places where they expect to find a good markeis
for their skill, in cunsequence of the presence of many em-
ployers who require its aid. The owner of an isolated factory
is often put to great shifts for want of some special skilled
labour which has suddenly run short ; and a skilled workman,
when thrown out of employment in it, has no easy refuge.

On the other hand a localized industry has some disad-
vantages as a market for labour if the work done in it is
chiefly of one kind, such for instance as can be done only by
strong men. In those iron districts in which there are ne



154 BOOK 1V. CH. X. § 2

textile or other factories to give employment to women and
But there may Children, wages nre high and the cost of labour
be too exten- dear to the employer, while the average money
sive a demand

for one kind of €arnings of each family are low. But the remedy
labour. for this evil is obvious, and is found in the growth
in the same neighbourhood of industries of a supplementary
character. Thus textile industries are constantly found con-
gregated in the neighbourhood of mining and engineering
industries, in some cases having been uttmcted by almost
imperceptible steps; in others, as for instance at Barrow,
having been started deliberately on a large scale in order to
give variety of employment in a place where previously there
had been but little demand for the work of women and
children.

The advantages of variely of employment are combined
with those of localized industries in some of our manufacturing
towns, and this is a chief cause of their continued growth,

ut on the other hand the value which the central sites of a
large town have for trading purposes, enables them to com-
mand much higher ground-rents than the situations are worth
for factories, even when account is taken of this combination
of advantages : and there is a similar competition for dwelling
space between the employés of the trading houses, and the
fuctory workers. The result is that factories now congregate
in the outskirts of large towns and in manufacturing districts

< their neighbourheed rather than in the towns themselves,

A district which is dependent chiefly on one industry is

liable to extreme depression, in case of a falling-
Different in- off in the demand for its produce, or of a failure
same oogeigh- in the supply of the raw material which it uses.
mitigate each Lhis evil again is in u great measure avoided by
other'adepres- those large towns, or large industrial districts in

which several distinct industries are strongly de-
veloped. Tf one of them fails for a time, the others are likely
to support it in many ways, chiefly indirect; one of these
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being that they keep in heart the local shopkeepers, who are
thus enabled to continue their assistance longer than they
atherwise could, to the workpeople in those trades that hiappen
to be depressed.

It is instructive to study the influence of improved means
of communication on the character of England’s
industries. The agricultural population has di- S{;:,‘}Ef,i,‘;‘,,“;‘,
minished 1'elat1ve1y to the rest, though not so fast England’s in-

dustries, 2

as is commonly supposed. Manufacture employs
a rather smaller proportion of the population than it did a
generation ago. DBut there has been a great increase since
1851 in industries in which the progress of invention has
done little towards economizing effort, and which meet growing
demands, Prominent smong these are the service of Govern-
ment, central and local; education of nll grades; medical
service ; musical, theatrical and other entertainments, besides
mining, building, dealing and transport by road and railway.
In none of these is very mmch dircet help got from new
inventions : man’s labour is not much more efficient in them
now than it was a century ago: and therefore if the wants for
which they make provision increase in proportion to our
general wealth, it is only to be expected that they should
absorb a constantly growing proportion of the industrial
population. Domeslic servants increased rapidly for some
years; and the total amount of work which used to fall to
them is now increasing faster than ever. But much of it is:
now done, often with the nid of machinery, by persons in the
employment of clothiers of all kinds, of hotel proprietors,
confectioners, and even by various messengers from grocers,
fishmongers and others who call for orders, unless they are
sent by telephone. In consequence the number of domestic
servants is just now (1891—1901) growing only at about
the same rate as the total population. These changes have
tended to increase the specialization n.nd the localization of
industries.
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INDUSTRIAL ORGANIZATION, CONTINUED. PRODUCTION
ON A LARGE SCALE.

§1. Tne advantages of production on a large scale are
best shown in manufacture ; under which head
,':‘:;Ef::f'};: we may include all businesses engaged in work-
our present jne yp material into forms in which it will be
purpose. adapted for sale in distant markets. The cha-
«racteristic of manufacturing industries whisy makes them
offer generally the best illustrations of the advantages of pro-
duction on a large scale, is their power of choosing freely
the locality in which they will do their work. They are
thus contrasted on the one hand with agriculture and other
extractive industries (mining, quarrying, fishing etc.), the geo-
graphical distribution of which is determined by nature; and
on the other hand with industries that make or repair things
to suit the special needs of individual consumers, from whom
they cannot be far removed, at all events without great loss.
The chief advantages of production on a large scale are
Economy of €conomy of skill, economy of machinery and eco-
material.  nomy of materinls: but the last of these is rapidly
losing importance relatively to the other two. It is true that
an isolated workman often throws away a number of small
things which would have been collected and turned to good
account in a factory; but waste of this kind can scarcely
occur in a localized manufacture even if it is in the hands of
small men; and there is not very much of it in any branch
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of industry in modern England, except agriculture and
domestic cooking'.

But small factories are still placed under a great disadvan-
tage, even in a localized industry, by the growing gpeciatized
variety and expensiveness of machinery.  For in machinery,

o Ta¥go cetablishment there are often many expensive machines
each made specially for one sinall use. Hach of them requires
space in a good light, and thus stands for something consider-
able in the rent and general expenses of the factory; afd
independently of interest and the expense of keeping it in
repair, a heavy allowance must be made for depreciation in
consequence of its being probably improved upon before long.
A small manufacturer must therefore have many things done
by hand or by imperfect machinery, though he knows how to
have them done better and cheaper by special machinery, if
only he could find constant employment for it. .

But next, a small manufacturer may not always be ac-
quainted with the best machinery for his purpose. 1mprovements
1t is true that if the industry in which he is in machinery.
engaged has been long established on a large scale, his ma-
chinery will be well up to the mark, provided he can afford to =
buy the best in the market. In agriculture and the cotton
industries for instance, improvements in machinery are devised
almost exclusively by machine makers; and they are accessible
to all, at any rate on the payment of a royalty for patent
right. But this is not the case in industries that are as yey,

1 No doubt many of the most important advances of recent years have
been due to the utilizing of what had been a waste product; but this has been
generally due to a distinet invention, either chemical or mechanical, the use
of which has been indeed promoted by minute subdivision of labour, but has
not been directly dependent on it.

Again, it is true that when a hundred suits of furniture, or of clothing,
have to be cut out on exactly the same pattern, it is worth while to spend
great care on so planning the cutting out of the boards or the cloth, that only
a few small pieces ere wasted. But this is properly an economy of skill; one
planning is made to suffice for many tasks, and therefore can be done well and
carefully.
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in an early stage of development or are rapidly changing their
form ; such as the chemical industries, the watchmaking in-
dustry and some branches of the jute and silk manufactures ;
and in & host of trades that are constantly springing up to
supply some new want or to work up some new material.
There are however some trades in which the advantages
which a large factory derives from the economy of machinery
almost vanish as soon as a moderate size has been reached.
For instance in cotton spinning, and calico weaving, a com-
paratively small factory will hold its own and give constant
employment to the best known machines for every process: so
that a large factory is only several parallel smaller factories
under one roof ; and indeed some cotton-spinners, when en-
larging their works, think it best to add a weaving depart-
ment. In such cases the large business gains little or no
cconomy in machinery; but even then it generally saves some-
thing in building, particularly as regards chimneys, in the
“Gconomy of steam power, and in the management and repairs
of engines and machinery. This last point is of rather more
importance than appears at first sight ; and large works even
though they produce nothing but soft goods, have generally
well-organized carpenters’ and mechanicsg’ shops, which not
only diminish the cost of repairs, but have the important
advantage of preventing delays from accidents to the plant.
Akin to these last, there are a great many advantages
™ Buying and Which a large factory, or indeed a Jarge business
selling, of almost any kind, necarly always has over a
small one. A large business buys in great quantities and
therefore cheaply ; it pays low freights and saves on carriage
in many ways, particularly if it has a railway siding. It
often sells in large quantities, and thus saves itself trouble;
and yet at the same time it gets a good price, because it offers
conveniences to the customer by baving a large stock from
which he can select and at once fill up a varied order ; while
its reputation gives him confidence, Tt can spend large sums
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on advertising by commercial travellers and in other ways;
its agents give it trustworthy information on trade and per-
sonal matters in distant places, and its own gouods advertise
one another. .

Many of these economies in the matter of buying and
selling can be secured by a large trading house, spnjance be-
which puts out its work to be done by small tween lasge

f traders and

manufacturers or by workpeople at their own sman produ-
homes. So far therefore they do not tell in the ©r™ .
direction of destroying small manufacturers, but rather of
limiting the character of the work of business management
done by them; as we shall sce more fully in the next chapter.

Next, with regard to the economy of skill. Everything
that has been said with regard to the advantages gpeciatized
which a large establishment has in being able to skill.
afford highly specialized machinery applies equally with regard
to highly specialized skill. It can contrive to keep each of
its employés constantly engaged in the most difficult work of
which he is capable, and yet so to narrow the range of his
work that he can attain the facility and excellence which
come from long-continued practice. This economy gives a
practical supremacy to large factories in industries which offer
much scope for it, if the work cannot be subdivided among
maony small factories on the plan described in the last chapter.

§ 2. The hoad of a large Dbusiness can reserve all his
strength for the broadest and most fundamental

. . The large

problems of his trade: he must indeed assure manufacturer
himself that Lis managers, clerks and foremen ::35;;2['1‘;";
are the right men for their work, and are doing broad ques-

. . tions of policy.
their work well; but beyond this he need not
trouble himself much about details, He can keep his mind
fresh and clear for thinking out the most difficult and vital
problems of his business; for studying the broader move-
ments of the markets, the yet undeveloped results of current
events at home and abroad ; and for contriving how to improve
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the organization of the internal and external relations of his
business.

For much of this work the small employer has not the
time if he has the ability ; he cannot take so broad a survey
of his trade, or look so far ahead ; he must often be content
to follow the lead of others.  And he must spend much of his
time on work that is below hini ; for if he is to succeed at all,
his mind must be in somne respects of a high quality, and
must have a good deal of originating and organizing force;
and yet he must do much routine work.

On the other hand the small employer has advantages of
The smait  Nis own. The master’s eye is everywhere ; there
manufacturer  jg no shirking by his foremen or workmen, no
can save 1n . . Y e1» .
superintend-  divided responsibility, no sending half-understood
ence, messages backwards and forwards from one de-
partment to another. He saves much of the book-keeping,
and nearly all of the cumbrous system of checks that ave
aecessary in the business of a large firm; and the gain from
this source is of very great importance in trades which use
the more valuable metals and other expensive materials.

And though he must always remain at a great disadvant-
and he gains g€ in getting information and in making experi-
much from the ments, yet in this .matter the general course of
modern diffu- . PO :
sion of trade- progress is on his side. For External economies
knowledge.  4re constantly growing in importance relatively
to Internal in all matters of trade-knowledge: newspapers,

*“hnd trade and technical publications of all kinds are per-
petually scouting for him and bringing him much of the
knowledge he wants—knowledge which a little while ago
would have been beyond the reach of anyone who could nut
afford to have well-paid agents in many distant places. Again,
it is to his interest also that the secrecy of business is on the
whole diminishing, and that the most important improvements
in method seldom remain secret for long after they have
passed from the experimental stage. It is to his advantage
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that changes in manufacture depend less on mere rules of
thumb and mote on broad developments of saientific prinerple,
wnd that many of these ate made by students in the pumrsmit
of knowledge for 1t~ own sike, and are promptly published
in the geneial interest  Although therefore the small manu
facturer can seldom be 1n the fiont of the race of progress, he
nced not be far fiomaf, 1f he has the time and the ability for
walling himself of the modern fialities for obtaining know
ledge But 1t 15 tiue that he must be exceptionally strong £
he can do this without neglecting the minor but necessary
detaals of the businese

The advantages wlich o luge husiness has over a small
one ate conspicuous in manufactute, because, as

Trade and

we huve noticed, 1t his speaial frulities for con rgpsport,
centrating a great deal of work i a small area Ming agn
But theie 15 v stiong tendency for uge estab
hishments to dinve out small ones m mwny other industies,
m puticulu the rwctul trude 15 bang transformed, and thes
small shopheeper 15 losing ground cdaily Large firms are
ganing 1apidly in the Tiansport Industiies, to o less extent
1 mning and very hittle if at all 1n wg11cuiture!

1 The small shopkeeper has spcuial filities for humang lus goods to the
door of his customars fo hnmounng thar scverdl tastes, and for hnowing
enough of them mdividually to be able suely to 1l on cicdat  But the mn
pmtance of these advanti,es 15 dunmshig  Mowmwhile cycles, tramways
&c are makmg it easwer for customers to visit 1nge centaal establishments
for the purchase of those goods which 1t 18 unportant to sclect fiom a luge
and vaied stock and one which 15 constantly 1enewed with changing fashions
winle groceries and othar goods of wlnch the small shopheeper could keep a
fan supply a1e conveniently obtuncd by 2 wntten order fiom the price hist of
shops or stores wineh tmn over then stock rapdly and keep everything fresh
Small shopkeepers hold thewn own fairly well 1n some of the 1epaning frades,
also m the sale of food espeunlly to the working classes, pmitly 1 conse
quence of then bemng able to scll goods on ciedit and to collect small debts
Sometimes a flum nith a 1 ge capital prcfers having many small shops to one
laige one Buymg and what production 18 desnable, 15 concentinted under
a centril management, and exceptional demands can be met from a central
1ese1ve 50 that each branch has laige 1esomces, without the expense of
Leepng a large stock
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CHAPTER XIL

INDUSTRIAL ORGANIZATION, CONTINUED. BUSINESS
MANAGEMENT.

§1. BusiNess may be taken to include all provision for

. the wants of others which is made in the ex-

E,‘;?:;:,smm pectation of payment direct or indirect from those

Do many who are to be benefited. Tt is thus contrasted

with the provision for our own wants which each

of us makes for himself, and with those kindly services which

are prompted by family affection and the desire to promote
the well-being of others.

Even in modern England we find now and then a village
Primitive  &rtisan who adheres to wprimitive methods, and
methods.  makes things on his own account for sale to his

neighbours ; managing his own business and undertaking all
its risks'. But such cases are rare: and in the greater part
The modern Of the business of the modern world the task of
undertaker. g5 (irecting production that a given effort may
=>he most effective in supplying human wants has to be broken
up and given into the hands of a specialized body of em-
ployers, or to use a more general term, of business men. They
“adventure” or “undertake” its risks; they bring together
the capital and the labour required for the work; they arrange
or “engineer” its general plan, and superintend its minor
details. Looking at business men from one point of vigw we
1 The most striking instances of an adherence to old-fashioned methods of

business are supplied by the learned professions; for a physician or a solicitor
manages as a rale his own business and does all its work.
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may regard them as a highly skilled industrial grade, from
another as middlemen intervening between the manual worker
and the consumer.

There are some kinds of business men who undertake
great risks, and exercise a large influence over g pgivision of
the welfare both of the producers and of the the tasks of

f . undertaking
consumers of the wares in which they deal, but and superin-
who are not to any considerable extent direct em- tendence.
ployers of labour. For instance some Manchester warehouse-
men give themselves to studying the movements of fashion,
the markets for raw materials, the general state of trade, of
the money market and of politics, and all other causes that
are likely to influence the prices of different kinds of goods
during the coming season ; and after employing, if necessary,
skilled designers to carry out their ideas, they give out to
manufacturers in different parts of the world contracts for
making the goods on which they have determnined to risk their
capital. And in the clothing trades and some others, we see
a revival of what has been called the “house mouse indus.
industry,” which prevailed long ago in the textile tries.
industries ; that is, the system in which large undertakers
give out work to be done in cottages and very small work-
shops to persons who work alone or with the aid of some
members of their family, or who perhaps employ two or three
hired assistants. In remote villages in almost every county
of England agents of large undertakers come round to give
out to the cottagers partially prepared materials for goods of
all sorts, but especially clothes such as shirts and collars and
gloves; and take back with them the finished goods. It is
however in the great capital cities of the world, and in other
large towns, especially old towns, where there is a great deal
of unskilled and unorganized labour, with a somewhat low
physique and morale, that the system is most fully developed,
especially in the clothing trades, which employ two hundred
thousand people in London alone, and in the cheap furniture
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trades. There is a continual contest between the factory
and the domestic system, now one gaining ground and now
the other: for instance just at present the growing use of
sewing-machines worked by steam power is strengthening the
position of the fuctories in the boot trade ; while factories and
workshops are getting an increased hold of the tailoring trade.
On the other hand the hosiery trade is being tempted back to
the dwelling-house by recent improvements in hand knitting
machines ; and it is possible that new methods of distributing
power by gas and petroleum and electric engines may exercise
a like influence on many other industries.

Or there may be a movement towards intermediate plans,

Sheffield similar to those which are largely followed in the
trades. Sheflield trades. Many cutlery firms for instance

put out grinding and other parts of their work, at piece-work
prices, to working men who rent the steam power which they
_require, either from the firm from whom they take their
contract or from someone else: these workmen sometimes
employing others to help them, sometimes working alone.

Thus there are many ways in which those who undertake
the chief risks of buying and selling may avoid the trouble of
housing and superintending those who work for them. They
all have their advantages; and when the workers are men of
strong character, as at Sheftield, the results are on the whole
not unsatisfactory. But unfortunately it is often the weakest

~ class of workers, those with the least resource and the least
self-control who drift into work of this kind. The elasticity
of the system which recommends it to the undertaker, is
really the means of enabling him to exercise, if he chooses, an
undesirable pressure on those who do his work.

For while the success of a factory depends in a great
measure on its having a set of operatives who adhere steadily
to it, the capitalist who gives out work to be done at home
has an interest in retaining a great many persons on his
books ; he is tempted to give each of them a little employ-
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ment occasionally and play them off one against another ; and
this he can easily do because they do not know one a.nothel',
and cannot arrange concerted action’.

§ 2. When the profits of business are under discussion
they are generally connected in people’s minds
with the employer of labour: ‘the employer” is E:;,{,.':; ::eﬁ,,
often tanken as a term practically coextensive ideal manu-

facturer,
with the receiver of husiness profits. But the
instances which we have just considered are sufficient to illus-
trate the truth that the superintendence of labour is but one
side, and often not the most important side of business work ;
and that the employer who undertakes the whole risks of his
business really performs two entirely distinct services on
behalf of the community, and requires a twofold ability.

The ideal manufacturer, for instance, if he makes goods
not to meet special orders but for the general market, must,
in his first role as merchant and organizer of production, have,
a thorough knowledge of things in his own trade. He must
have the power of forecasting the broad movements of pro-
duction and consumption, of seeing where there is an oppor-
tunity for supplying a new commodity that will meet a real
want or improving the plan of producing an old commodity.
He must be able to judge cautiously and undertake risks
boldly; and he must of course understand the materials and
machinery used in his trade,

But secondly in this réle of employer he must be a natural.
leader of men. He must have a power of first choosing his
assistants rightly and then trusting them fully ; of interesting
them in the business and of getting them to trust him, so as
to bring out whatever enterprise and power of origination
there is in them ; while he himself exercises a general control
over everything, and preserves order and unity in the main
plan of the business.

1 The subject of this section is studied a good deal more fully in Principles
IV. xi1. 1—4,
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The abilities required to make an ideal employer are so
great and so numerous that very few persons can exhibit them
all in a very high degree. Their relative importance however
varies with the nature of the industry and the size of the
business ; and while one employer excels in one set of quali-
ties, another excels in another; scarcely any two owe their
success to exactly the same combination of advantages, Some
men make their way by the use of none but noble qualities,
while others owe their prosperity to qualities in which there
is very little that is really admirable except sagacity and
strength of purpose.

Such then being the general nature of the work of business
management, we have next to inquire what opportunities
different classes of people have of developing business ability ;
and, when they have obtained that, what opportunities they
have of getting commnand over the capital required to give it
scope.

§ 3. The sun of a man already established in business
Thesonofa Starts with so many advantages that we might
::::t:e:;:;ﬂn expect: business men tu constitute a sort of caste;
many advan- dividing out among their sons the chief posts of
tages, command, and founding hereditary dynasties,
which ruled certain bLranches of trade for many generations
together. But it is not so,

A man who gets together n great business by his own
efforts has probably been lLrought up by parents of strong
butalso with earnest character, and educated by their personal
disadvantages. influence and by struggle with difficulties in early
life. But his children, at all events if they were born after
he became rich, and in any case his grandchildren, are perhaps
left a good deal to the care of domestic servants who are not
of the same strong fibre as the parvents by whose influence he
was educated. And while his highest ambition was probably
success in business, they are likely to be at least equally
anxious for social distinetion,
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For a time indeed all may go well. His sons find a firmly
established trade connection, and what is perhaps even more
important, a well-chosen staff of subordinates with a generous
interest in the business. By mere assiduity and caution,
availing themselves of the traditions of the firm, they may
hold together for a long time. But when a full generation
has passed, when the old traditions are no longer a safe guide,
and when the bonds that held together the old staff have been,
dissolved, then the business almost invariably falls 1o pieces
unless it is practically handed over to the management of new
men who have meanwhile risen to partnership in the firm.

But in most cases his descendants arrive at this result by
a shovter route. They prefer an abundant income coming to
them without effort on their part, to one which though twice
as large could be earned only by incessant toil and anxiety;
and they sell the business to private persons or a joint-stock
company ; or they become sleeping partners in it; that is
sharing in its risks and in its profits, but not taking part in~
its management: in either case the active control over their
capital falls chiefly into the hands of new men.

§ 4. The oldest and simplest plan for renovating the
energies of o business iy that of taking into pryate part-
partnership some of its ablest employés. Or nerships.
again Lwo or more people may combine their resources for a
large and difficult undertaking. In such cases there is often
a distinct partition of the work of management: in manu-
factures for instance une partner will sometimes give himself
almost exclusively to the work of buying raw material and
selling the finished produect, while the other is responsible for
the management of the factory: and in a trading establish-
ment one partner will control the wholesale and the other the
retail department. In these and other ways private partner-
ship is capable of adapting itself to a great variety of problems:
it is very strong and very elastie; it has played a great part in
the past, and it is full of vitality now.
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§ 5. But frum the end of the Middle Ages to the present
time there has been in some classes of trades a movement
Joint-stock  towards the substitution of public joint-stock
companies.  companies, the shares of which can be sold to
anybody in the open market, for private companies, the shares
in which are not transferable without the leave of all con-
cerned. The effect of this change has been to induce people
Jmany of whom have no special knowledge of trade, to give
“their capital into the hands of others employed by them : .md
there has thus arisen a new distribution of the various parts
of the work of business management.

The ultimate undertakers of the risks incurred by a joint-
stock company are the shareholders; but as a rule they do
not take much active part in engineering the business and
controlling its general policy ; and they take no part in super-
intending its details. After the business has once got out of
the hands of its orviginal promoters, the control of it is left
chiefly in the hands of Dirvectors; who, if the company is a
very large one, probably own but a very small propovtion of
its shares, while the greater part of them have not much
technicul knowledge of the work to be done. They are not
generally expected to give their whole time to it; but they
are supposed to bring wide general knowledge and sound
judgment to bear on the broader problems of its policy ; and
at the same time to make sure that the “Managers” of the
company are doing their work thoroughly. To the Managers
and their assistants is left a great part of the work of engi-
neering the business, and the whole of the work of superin-
tending it: but they are not required to bring any capitul
into it ; and they are supposed to be promoted from the lower
ranks to the higher according to their zeal and ability. Since
the joint-stock companies in the United Kingdom have an
aggregate income of more than £250,000,000, and do more
than o tenth of the bLusiness of the country, they offer very
large opportunities to men with natural talents for business
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management, who hayve not inherited any material capital, or
any business connection,

Joint-stock companies have great clasticity and can expand
themselves without limit when the work to which they have
set themsclies offers a wide scope; and they are gaining
ground in nearly all directions. But they have one great
source of weahness in the absence of any adequate knowledge
of the husiness on the part of the shareholders who undm’tu,ke
1ts chief risks; though o few of the larger shareholders often
oxert themselves to tind out what is going on; and are thus
able to exercise an effective and wise control over the general
management of the business!. Tt is . strong proof of the
marvellous growth in recent times of a <pirit of honesty and
uprightness in commercial matters, that the leading officers of
great public companies yield as little as they do to the vast
temptations to fraud which lie in their way. Tf they showed
an esgerness to wvail themsehves of opportunities for wrong
doing at all approaching that of which we read The system B
in the commetcial history of earlier civilizations, ,-end,,);d
their wrong uses of the trast imposed in them w°"‘“m“ﬂ¥]
would have been on <o great a scale as tv prevent growthofbus;-
the development of this democratic form of busi- ™*** morality.
ness, There is every reason to hope that the progress of trade
morality will continue, and that it will be aided in the future
as it has been in the past, by o dunmution of trade secracy

1 Tt 1s true that the head of a lage pivate fiim undertahes the chief 15k g
of the business, winle he mtiusts many of ats details to others; but his pyei-
tion is secmred by lus power of forming a dnect judgment as to whether Jyug
subordinates setve iy suterests farthtully and discreetly.  If those to whom he
hias intrusted the buymg or sellmg of goods for lnm take eommmssions figm
those with whom they deal, he 15 in a position to discover aud pumsh the
finud. I they show favountism and promote incompetent relations or
friends of their own, or 1f they themselves become idle and shnk thewr waojk,
or even if they do not fulfil the pronnse of exceptional abihity which mduped
him to gave them their first Iift, he can discover what 15 gomg wiong and get
it nght. Bat in nll these matters the great body of the shaieholders of 5
jomt-stoek company are, save in a tew evceptional mstances, almost powerless,
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and by increased publicity in every form ; and thus collective
and democratic forms of business management may be able to
extend themselves safely in many directions in which they
have hitherto failed.

The same may be said of the undertakings of Governments
Government  imperial and local: they also may have a great
undertakings. fyture before them, but up to the present time
the tax-payer who undertakes the ultimate risks has not
genemlly succeeded in exercising an efiicient control over the
businesses, and in securing oﬁicers who will do their work
with as much euergy and enterprise as is shown in private
establishments. But the growth of Government undertakings,
a8 well as of giant private businesses or ‘‘Trusts” with a
partial monopoly, is full of dangers to the maintenance of
that free initiative which is the chief source of progress.
We cannot however enter here into this most important

_question.

" §6. Thesystem of Co-operation aims at avoiding these evils:
Co-operative  and in that ideal form of Co-operative Society,
association.  ,ut which as yet has been scantily realized in prac-
tice, n part or the whole of those shareholders, who undertake
the risks of the business, are themselves employed by it. The
employés, whether they contribute towards the material eapital
of the business or not, have a share in its profits, and some power
of voting at the general meetings at which the broad lines of its

- policy are lnid down, and the ofiicers appointed who are to earry
that policy into effect. They are thus the employers and masters
of their own managers and foremen ; they have fairly good means
of judging whether the higher work of engineering t.he business
is conducted honestly and efficiently, and they have the best
possible opportunities for detecting any laxity or incompetence
in its detailed administration. And lastly they render unne-
cessary some of the minor work of superintendence that is
required in other establishments; for their own pecuniary
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interests and the pride they take in the success of their own
business make each of them averse to any shirking of work
either by himself or by his fellow workmen.

But unfortunately the system has very great difficulties of
its own. For human nature being what it is, the

Its difficultfes
employés themselves are not always the best pos- in the task of
sible masters of their own foremen and managers; ";::“::: man-
jealousies and frettings at reproof are apt to act
like sand, that has got mixed with the oil in the bearings of a
great and complex nnchmery. And in particular, since the
hardest work of business management is generally that which
makes the least outward show, those who work with iheir
hands are apt to underrate the intensity of the strain involved
in the highest work of engineering the business, and to grudge
its being paid for at anything like as high a rate as it could
earn elsewhere. And in fact the managers of a Cu-operative
Society seldom have the alertness, the inventiveness and the
ready versatility of the allest of thiose men who have been
selected by the struggle for survival, and have been trained
by the perfectly free and unfettered responsibility of private
business. Partly for these reasons the co-operative system has
seldom heen carried out in its entirety ; and its partial appli-
cation has so far attained its highest success in the task of
retailing commodities consumed by working men—a task in
which it has special advaniages. Dut bond fide co-operative
production is now at last making excellent progress.

Those working-men indeed whose tempers are strongly
individualistic, and whose minds are concentrated | ¢ may out-
almost wholly on their own aflairs, will perhaps grow some of
always find their quickest and most con«renml
path to material success by commencing busmess as small
independent ¢ undertakers,” or by working their way upwards
in & private firm or a public company. But co-operation has
a special charm for those in whose tempers the social element
is stronger, and who desire not to separate thowselves from
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their old comrades, but to work among them as their leaders,
Tts aspivations may in rome respects be higher than its prac-
tice; but it undoubtedly does rest in a great measure on
ethical motives. The true co-uperator combines a keen busi-
ness intellect with a spirit full of an earnest Faith; and some
co-operative societies have been served excellently by men of
great genius both mentally and morally—-men who for the

 snke of the Co-operative Faith that is in them, have worked
with great ability and energy, and with perfect uprightness,
being all the time content with lower pay than they could
have got as business managers on their own account ov for a
private firm.  Men of this stamp are more common among the
ofticers of co-uperutive societies than in other occupations;
and though they are not very common even there, yet it may
be hoped that the diffusion of a better knowledge of the true
principles of co-operation, and the increase of general educa-
tion are every day fitting a Jarger number of co-operators fur
the complex problems of business management,

Meanwhile many partial applications of the co-operative
principle are heing tried under various conditions,
each of which presents some new aspect of busi-
ness management. Thus under the scheme of Profit-Sharing,
a private firm while retaining the unfettered management of
its business, pays its employés the full market rate of wages
whether by Time or Piece-work, and agrees in addition to
divide among them a certain share of any profits that may be
mude above a certain fixed minimum ; it being hoped that the
firm will find o material as well as a moral reward in the
diminution of friction, in the increased willingness of their
empluyés to go out of their way to do little things that may
be of great benefit comparatively to the firm, and lastly in
attracting to themselves workers of more than average ability
and industry®.

Profit Sharing.

1In Schloss’ Methods of Remuneration the relation uf Profit sharing to
co-operntion and other forms of ** Gain sharing ” is well shown,
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Other partial co-operative schemes are doing good work in
various degrees. For instance the Oldham Cotton . .. of
Mills are really joint-stock companies: but partial Co-
among their sharcholders are many working men °Per24°™
who have a special knowledge of the trade, though not many
of their own employés. There is a larger element of co-
operation iu the Productive establishments, owned by the
main body of Co-operative Stores, through their agents, the
Co-operative Wholesule Societies. Here the Scotchmen are-
in advance; in the English Society the workers as such have
as yet no direct sharc either in the management or in the
profits of the works.

But we must not pursue this inquiry further now : enough
has heen said to show that the world is only yopes for the
just beginning to he ready for the higher work future.
of the co-operative movement in its many different forms,
It may therefore he reasonably eapected to attain a wmuch
larger success in the future than in the past; and to offer
excellent opportunities for working-men to practise themselves
in the work of business management, to grow into the trust
and contidence of others, and gradually rise to posts in which
their business abilities will find scope.

§ 7. In speaking of the difficulty that a working-man has
in rising to a post in which he ean turn his busi- ype rige of the
ness ability to full account, the chief stress is working-man

. . . . hindered byhis
commonly laid upon his want of capital: but this want of capi-
is not always his chief difficulty. For instance ®ali
the co-operative distributive sucieties have accumulated a vast
capital, on which they find it difficult to get a good rate of
interest ; and which they would be rejoiced to lend to any set
of working-men who could show that they had the capacity
for dealing with difficult business problems. Co-operators who
have firstly a high order of business ability and probity, and
secondly the “personal capital” of a great reputation among
their fellows for these qualities, will have no difficulty in
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getting command of enough material capital for a considerab)
undertaking : the real difticulty is to convince a sufficien
number of those around them that they have these rare quali
ties. And the case is not very different when an individual
endeavours to obtain from the ordinary sources the loan of
the capital required to start him in business.

It is true that in almost every business there is a constant
increase in the amount of eapital required to make a fair
* start ; but there is a much more rapid increase in the amount
of capital which is owned by peovple who do not want to use
it themselves, and are so eager to lend it out that they will
accept a constantly lower and lower rate of interest for it.
Much of this capital passes into the hands of bankers and
others, people of keen intellect and restless energy; people
who have no class prejudices and care nothing for social
distinctions ; and who would promptly lend it to anyone of
whose business ability and honesty they were convineed.,  To
sy nothing of the credit that can be got in many businesses
from those who supply the requisite raw material or stock in
trade, the opportunities for direct borrowing are now so great
that an increase in the amount of capital required for a start
in husiness is no very serious ohstacle in the way of a person
who ©has once got over the initial dificulty of earning a repu-
tation for being likely to use it well,

But perhaps a greater, though not o conspicuous, hind-

rance to the rise of the working man is the
and even.more . . . .
by the growing Stowing complexity of business. The head of a
complexity °f business has now to think of many things ahout

which he never used to trouble himself in earlicr
days ; and these are just the kind of difficulties for which the
training of the workshop affords the least preparation. Against |
this must be set the rapid improvement of the education of ,
the working man not only at school, but what is more im-
portant, in after life by newspapers, and from the work of
co-operative societies and trades unions, and in other ways,
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i Ahout threefourths of the whole pupulation of England
jwlnn" to the wage-earning classes; and at all events when
ithey are well fed., properly housed and educated, they have
Hheir fair share of that nervous strength which is the raw
material of business ability. Without going out of their way
they are all consciously or unconseiously competitors for posts
of business eommnand.  The ordinary workman, if he shows
ahbility, generally becomes a foremon. from that he may rise
tn be a manager, and to e taken into partnership with his”
emplover. (e having saved a little of hiv own he may start
one of those small shops which sull can hold their own in a
winking man’s guarten, stock it chiefly on credit, and let his
wife attenrl to it by day, while he gives hig evenings to it.  In
these or in other ways he may increase his capital till he can
<t a small workeop, or factory, Onee having made a good
Jwrinning Le will tind the bauks eager to give hiin generous
uvrdit. He must base time; and since he is not likely to
start in business 1] after inddle age Lie must have a long as
well as a strone hie but it be has this and Las also * patience,
geuius and ool foriune he is pretry sure to commmaund a large
cayital Infine he diee. Tn a factory those who work with
therr hands. have betrer opportunities of rising to posts of
comunand than the hook-keepers and many others to whom
tecial trolition has assgned a higher place.  But in trading
coneerus 3t is otherwice 1 what mannal work is done in them
s @~ a rule uo cducating chameter, while the experience of
the offize 1= better adapned for preparing a man to wanage a
conmmeri 1l tha o manafacturing husiness,

There i~ then on the whole a broad movement from below
upwards. Perbaps not so mapy as furmerly rise A rapid sise ot
at once from the position of working-men t0 an unmized
that of emyplover~: hut there are more who get beacht.
ou suticlently far 1o give their sous a good chance of attaining
to the highest posts. The complete rise i3 not so very often
accomphshed 11 one generation; it is wore often spreud over
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two; but the total volume of the movement upwards is pro-
bably greater than it has ever been. And it may be remarked
in passing that it is better for society as a whole that the
rise should be distributed over two generations. The work-
men who at the beginning of last century rose in such large
numbers to become employers were seldom fit for posts of
command : they were too often harsh and tyrannieal; they
lost their self-control, and were neither truly noble nor traly
happy ; while their children were often haughty, extravagant,
and self-indulgent, squandering their wealth on low and vulgar
amusements, having the worst faults of the older aristocracy
without their virtues. The foreman or superintendent who
hag still to obey as well as to command, but who is rising and
sees his children likely to rise further, is in some ways more
to be envied than the small master. His success is less con-
spicuous, but his work is often higher and more important for
the world, while his character is more gentle and refined and
not less strong. 1is children are well-trained ; and if they
get wealth, they are likely to make a fairly good use of it.

§8. When a man of great ability is once at the head of
Adjustment of M independent business, whatever be the route
capital to busi- by which he has got theve, he will with moderate
ness ability. good fortune, soon be able to show such evidence
of his power of turning capital to good account as to enable
him to borrow in one way or another almost any amount that
he may need ; and on the other hand a man with small ability
in command of a large capital, speedily loses it: he may
perbaps be one who could and would have managed a small
business with credit, and left it stronger than he had found
it: but if he has not the genius for dealing with great
problems, the larger it is the more speedily will he break
it up.

These two sets of forces, the one increasing the capital
at the command of able men, and the other destroying the
capital that is in the hands of weaker men, bring about the



BUSINESS MANAGEMENT. 177

result that there is a far more close correspondence between
the ability of business men and the size of the businesses
which they own than at first sight would appear probable.
And when we consider all the many routes, by which a man
of great natural business ability can work his way up high in
some private firm or public company, we may conclude that
wherever there is work on a large scale to be done in such a
country as England, the ability and the capital required for it
are pretty sure to be speedily forthcoming. -

Further, just as industrial skill and ability are getting
every day to depend more and more on the broad faculties of
judgment, promptness, resource, carefulness and steadfastness
of purpose—faculties which are not specialized to any one
trade, hut which are more or less useful in all—so it is with
regard to husiness ability. Tn fact business ability consists
more of these general and non-specialized faculties than do
industrial skill and ability in the lower grades: and the higher
the grade of business ability the more various are its applica-
tions.

Since then husiness ability in command of capital moves
with great ease horizontally from a trade which g, o1y price of
is overcrowded to one which offers good openings }}‘t';iﬂgzs c:::
for it : and since it moves with great ease verti- mand of capi-
cally, the abler men rising to the higher posts in tal.
their own trade, we see, even at this early stage of our inquiry,
some good reasons for believing that in modern England the
supply of business ability in command of eapital accommodates
itself, as a general rule, to the demand for it ; and thus has a
fairly defined supply price.

Finally, we may regard this supply price of business ability
in command of capital as composed of three elements. The
first is the supply price of capital; the second is the supply
price of business ability and energy; and the third is the
supply price of that organization by which the appropriate
business ability and the requisite capital are brought together.

M. 7
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The price of the first of these three elements is * Interest ;”
Net and Gross W€ may call the price of the second taken by
Earningsof  itself *“Net Earnings of Management,” and that
Management. ¢ the second and third taken together * Gross
Earnings of Management.”

The last few years have seen a marked increase in the
relative force of very large businesses in certain industries.
The change has not been brought about by new principles in

* business organization, so much as by the development of pro-
cesses and methods in manufacture and mining, in transport
and banking, which are beyond the reach of any but very
large capitals ; by the increase in the scope and functions of
markets, and in the technical facilities for handling large
masses of goods. But the change is important: and it will
be fully investigated in Volume IL, in connection with and in
dependence on a study of the modern orgnnization of markets
for credit and for goods.
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and sel)gfs bre_tx'gugh free intercourse with one another that
the pxwme goods tend to equality easily and
quickly.” Or again as Jevons says :—* Originally a market
was a public place in a town where provisions and other
objects were exposed for sale ; but the word has been general-
ized, so as to mean any body of persons who are in intimate
business relations and carry on extensive transactions in any
commodity. A great city may contain as many markets as
there are important branches of trade, and these markets may
or may not be localized. The central point of a market is the
public exchange, mart or auctiun rooms, where the traders
agree to meet and transact business. In London the Stock
Market, the Corn Market, the Coal Market, the Sugar Market,
and many others are distinctly localized ; in Manchester the
Cotton Market, the Cotton Waste Market, and others. But
this distinction of locality is not necessary. The traders may
be spread over a whole town, or region of country, and yet
make u market, if they are, by means of fairs, meetings, pub- ~
lished price lists, the post office or otherwise, in close commu-
nication with each other.”

Thus the more nearly perfect a market is, the stronger is
the tendency for the same price to he paid for the same thing
at the same time in all parts of the market : but of course if
the market is large, allowance must be made for the expense
of delivering the goods to different purchasers; each of whom
must be supposed to pay in addition to the market price a
special charge on account of delivery’.

§ 3. In applying economic reasonings in practice it is
often difficult to ascertain how far the movements goundaries of
‘of supply and demand in any one place are influ- & market.
enced by those in another. It is clear that the general tend-
ency of the telegraph, the printing press and steam traffic is

1 Thus it is common to see the prices of bulky goods quoted as delivered
“free on board" (f.o.b.) any vessel in a certain port, each purchaser having
to make his own reckoning for bringing the goods home.
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to extend the area over which such influences act and to
increase their force, The whole Western World may, in a
sense, be regarded as one market for many kinds of stock
exchange securities, for the more valuable metals, and to a
less extent for wool and cotton and even wheat ; proper allow-
ance being made for expenses of transport, in which may be
included taxes levied by any customs houses through which
the goods have to pass. For in all these cases the expenses
of transport, including customs duties, are not sufficient to
prevent buyers from ull parts of the Western World from
competing with one another for the snme supplies.

There are many special causes which may widen or narrow

the market of any particular commodity: but
General con- . . R
ditions of a nearly all those things for which there is a very
}:irdea “::::;t wide market are in universal demand, and capable
Suitability for of being easily and exactly described. Thus for
grading. . . .

instance cotton, wheat, and iron satisfy wants
that are urgent and nearly universa)l. They can be easily
described, so that they can be bought and sold by persons at a
distance from one another and at a distance also from the
commodities. 1f necessary, sanples con be taken of them
which are truly representative: and they can even be “graded,”
as is the actual practice with regard to grain in America, by
an independent authority ; so that the purchaser may be secure
that what he buys will come up to o given standard, though
he has never seen a sample of the goods which he is buying,
and perhaps would not be able himself to form an opinion on
it if he did.

Commodities for which there is a very wide market must
nlso be such as will bear a long carriage: they
must be somewhat durable, and their value must
be considerable in proportion to their bulk. A thing which
is so bulky that its price is necessarily raised very much when
it is sold far away from the place in which it is produced,
must as a rule have a narrow market. The market for common

Portability.
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bricks for instance is practically confined to the near neigh-
bourhood of the kilns in which they are made: they can
scarcely ever bear a long carriage by land to a district which
has any kilns of its own. But bricks of certain exceptional
kinds have a market extending over a great part of England.

§ 4. Let us then consider more closely the markets for
things which satisfy in an exceptional way these conditions
of being in general demand, cognizable and portable. They,
are, as we have said, stock exchange securities and the more
valuable metals.

Any one share or hond of a public company, or any bond
of & government is of exactly the same valueas o . .
any other of the same issue; and it can make change securi-
no difference to any purchaser which of the two "
he buys. Some securities, principally those of comparatively
small mining, shipping, and other companies, require local
knowledge, and are not very easily dealt in except on the
stock exchanges of provincial towns in their immediate neigh- )
bourhood. But the whole of England is one market for the
shares and bonds of a large English rnilway. In ordinary
times n dealer will sell, say, Midland Railway shares, even if
he has not them himself ; becanse he knows they are always
coming into the market, and he is sure to be able to buy
them.

But the strongest case of all is that of securities which are
called “international,” because they are in request in every
part of the globe. They are the bonds of the chief govern-
ments, and of very large public companies such as those of the
Suez Canal and the New York Central Railway. For bonds
of this class the telegraph keeps prices at almost exactly the
same level in all the stock exchanges of the world. If the
price of one of them rises in New York or in Paris, in London
or in Berlin, the mere news of the rise tends to cause a rise in
other markets ; and if for any reason the rise is delayed, that
particular class of bonds is likely soon to be offered for sale in
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the high priced market under telegraphic orders from the
other markets, while dealers in the first market will be making
telegraphic purchases mn other markets. These sales on the
one hand, and purchases on the other, strengthen the tendency
which the price has to seek the sane level everywhere!
Stock exchanges then are the pattern on which markets
have been, and are being formed for dealing in
L',f,‘,‘,i,‘r,ﬂf the many kinds of produce which can be easily and
precious me  exactly deseribed, are portable and m general de
mand The matenal commodities however which
possess these qualities in the highest degiee are gold and
silver. For that very 1eason they have been chosen by com
mon consent for use as money, to tepresent the value of
other things, and the world market for them is most lghly
orgamized
At the oppusite extremity to international stock-exchange
securtties and the more valuable metals are, firstly, things
which must be made to order to swit particular individuals,
such as well-htting clothes, and secondly, perishable and bulky
goods, such as fresh vegetables, which can seldom be profitably
carried long distances The first can scarcely be said to have
a wholesale market at all, the conditions by which then
price 1s deternnned are those of 1etail buying and selling, and
the study of them may be postponed
Thus the chatacter of the maikets varies with the area of
Space over which they extend but 1t vanes even more with

1 It 15 a chaanctenstic fact that secunties which are pait of large 1ssues
ate mefenned on the Stock exchange

2 A man may not trouble hunself much about small 1etail purchases
he may give half a ciown for & packet of paper in one shop which he could
have got for two shillings in another But 1t 18 otherwice with wholesale
prces, A manufactmrer cannot sell a 1eam of paper for six sinllings while
hie neighbour 13 selling it at five For those whose business it 18 to deal
m paper hnow almost exactly the lowest price at which 1t can be bought, and
will not pay more than this The manufactmer has to sell at about the
marhet price that 19 at about the price at winch other manfacturers are
selling at the same time.
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the length of Time of which account is taken; and we shall
find that if the period is short, the supply is limited to the
stores which happen to be at hand: if the period is longer, the
supply will be influenced by the cost of producing the com-
modity in question; and if the period is very long, this cost .
will be influenced by the cost of producing the labour and the
material things required for producing the commodity. We
shall consider in the next chapter those temporary equilibria
of demand and supply, in which the cost of producing the®
commodity exerts either no influence or merely an indirect
influence.

At a later stage we shall have to combine the difficulties
with regard to time on the side of supply with those on the
side of demand, of which something has already been said %

1 Book ux. Ch.1v. § 5.
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CHAPTER 1L

TEMPORARY BALANCE OF DEMAND AND SUPPLY.

§ 1. THe simplest case of balance, or equilibrium, between

Eauitibrium  9€sire and effort is found when a person satisties
quilibriu; . R

between desire one of his wants by his own direct work. When
andeflort- 5 boy picks blackberries for his own eating, the
action of picking may itself be pleasurable for a while; and
for some time longer the pleasure of eating may be more than
enough to repay the trouble of picking. But after he has
eaten a good deal, the desire for more diminishes ; while the
task of picking begins to bring weariness ; which may indeed
be caused more by monotony than by fatigue. Equilibrium
is reached, when at last his eagerness to play and his disincli-
nation for the work of picking counterbalance the desire for
eating. The satisfaction which he can get from picking
fruit has arrived at its mazimum : for up to that time every
fresh picking has added more to his pleasure than it has
taken away ; and after that time any further picking would
take away from his pleasure more than it would add.

In a casual bargain that one person makes with another,
as for instance when two backwoodsmen barter a rifle for a
canoe, there is seldom anything that can properly be called
an equilibrium of supply and demand: there is probably a
surplus of satisfaction on either side; for probably the one
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would be willing to give something besides the rifle for the
canoe, if he could not get the canoe otherwise; while the
other would in case of necessity give something besides the
canoe for the rifle.

‘We may put aside as of little practical importance a class

of dealings which has been much discussed. They wr, et for
relate to pictures by old masters, rare coins and unique or rare
other things, which cannot be “graded ” at all, *"&*
The price at which each is sold, will depend much on whether
any rich persons with a fancy for it happen to be present at
its sale. If not, it will probably be bought by dealers who
reckon on being able to sell it at a profit; and the variations
in the price for which the same picture sells at successive
auctions, great as they are, would be greater still if it were
not for the steadying influence of professional purchasers.

§ 2. Let us then turn to the ordinary dealings of modern
life; and take an illustration from a corn-market in a country
town, and let us assume for the sake of simplicity Itustration
that all the corn in the market is of the same e 21o°8!

corn-market of
quality. The amount which each farmer or @ true though

other seller offers for sale at any price is :qull:,l:rﬂl:ym

governed by his own need for money in hand, and by his
calculation of the present and future conditions of the market
with which he is connected. There are some prices which
no seller would accept, some which no one would refuse.
There are other intermediate prices which would be accepted
for larger or smaller amounts by many or all of the sellers.
Everyone will try to guess the state of the market and to
govern his actions accordingly. Let us suppose that in fact
there are not more than 600 quarters, the holders of which
are willing to accept as low a price as 35s.; but that holders
of another hundred would be tempted by 36s.; and holders of
yet another three hundred by 37s. Let us suppose also that
a price of 37s. would tempt buyers for only 600 quarters;
while another hundred could be =old at 36s., and yet another
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two hundred at 35s. These facts may be put out in a table
thus :—

Holders will be Buyers will be
At the price willing to sell willing to buy
37s. 1000 quarters, 600 quarters.
36s. 700 » 700 »
35s. 600 ” 900 "

~  Of course some of those who are really willing to take
36s. rather than leave the market without selling, will not
show at once that they are ready to accept that price. And
in like manner buyers will fence, and pretend to be less eager
than they really are. So the price may be tossed hither and
thither like a shuttlecock, as one side or the other gets the
better in the * higgling and bargaining” of the market. But
unless they are unequally matched ; unless, for instance, one side
is very simple or unfortunate in failing to gauge the strength of
the other side, the price is likely to be never very far from 36s. ;
and it is nearly sure to be pretty close to 36s. at the end of the
market. For if a holder thinks that the buyers will really
be able to get at 36s. all that they care to take at that price,
he will be unwilling to let slip past him any offer that is
well above that price.

Buyers on their part will make similar calculations; and
if at any time the price should rise considerably above 36s.
they will argue that the supply will be much greater than
the demand at that price: therefore even those of them who
would rather pay that price than go unserved, wait; and by
waiting they help to bring the price down. On the other
hand, when the price is much below 36s., even those sellers
who would rather take the price than leave the market with
their corn unsold, will argue that at that price the demand
will be in excess of the supply: so they will wait, and by
waiting help to bring the price up.

The price of 36s. has thus some claim to be called the true
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equilibrium price: because if it were fixed on at the begin-
ning, and adhered to throughout, it would exactly equate
demand and supply (i.e. the amount which buyers were willing
to purchase at that price would be just equal to that for
which sellers were willing to take that price); and because
every dealer who has a perfect knowledge of the circumstances
of the market expects that price to be established. If he sees
the price differing much from 36s. he expects that a change
will come before long, and by anticipating it he helps it to
come quickly.

§ 3. We have already used the term ¢ demand price”!
to denote the price at which buyers can be found qransition to
for any given amount of a thing in.a market, mormal prices,
Thus in this market 37s. is the demand price for 600 quarters;
36s. for 700 and so on. 'We have introduced a corresponding
term “supply price ”? to denote the price which holders of a
commodity will be willing to take for any given amount.
Thus in this market 35s. is the supply price for 600 quarters,
36s. for 700 ; and so on.

We have next to enquire what causes govern supply-
prices, that is prices which dealers are willing to accept for
different amounts. In the present chapter we have looked
at the affairs of only a single day; and have supposed the
stocks offered for sale to be already in existence. But of
course these stocks are dependent on the amount of wheat
sown in the preceding year ; and that, in its turn, was largely
influenced by the farmers’ guesses as to the price which they
would get for it in this year. This is the point at which
we have to work in the next chapter.

1 Book 1. Ch. 1z, § 1.
2 Book xv. Ch. 1.
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CHAPTER IIL
BALANCING OF NORMAL DEMAND AND SUPPLY.

§ 1. WE have noticed that even in the corn-exchange
Transition of a country town on a market-day the equi-
from marketto librium price is affected by calculations of the
pormalprice:  guture relations of production and consumption ,
while dealings for future delivery already predominate in
the leading corn-markets of America and Europe, and are
rapidly weaving into one web all the leading threads of trade
in corn throughout the whole world. If it is thought that
the growers of any kind of grain in any part of the world
have been losing money, and are likely to sow a less area for a
future harvest, far-seeing dealers argue that prices are likely
to rise as soon as that harvest comes into sight. Thus
anticipations of that rise exercise an influence on present
sales for future delivery, and that in its turn influences cash
prices ; so that these prices are indirectly affected by estimates
of the expenses of producing further supplies. But in this
and the following chapters we are specially concerned with
movements of price ranging over still longer periods than
those for which the most farsighted dealers in futures
generally make their reckoning.

§ 2. We may revert to the discussion of the analogy
The account  between the supply price and the demand price
of supply price of & commodity at the point at which we left it
further. at the end of the last chapter. 'We there noticed
that corresponding to the demand price at which any amount
of a commodity would find purchasers in a market, there is a
supply price at which that amount would be offered for sale
by producers or their agents. We have to take account of
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the fact that the production of the commodity will probably
require many different kinds of labour and the use of capital
in many forms. The exertions of all the different kinds
of labour that are directly or indirectly involved in making
it; together with the abstinences or rather the waitings
required for saving the capital used in making it: all these
efforts and sacrifices together will be called its p ., . .
Real Cost of Production. The sums of money, Money Cost of
that have to be paid for these efforts and sacri- Production.
fices, will be called either its Money Cost of Production, or,
(for shortness) its Eapenses of Production. They gxpenses of
are the prices which have to be paid in order to Froduction.
call forth an adequate supply of the efforts and waitings that
are required for making it; or, in other words, they are its
supply price®.

The raw material, machinery, labour, &e., that are required
for making a commodity may be called its Faclors paciorsofPro-
of Production. Its expenses of production when duection.
any given amount of it is produced are thus the supply prices
of the corresponding quantities of its factors of production.
And the sum of these is the supply price of that amount of
the commodity.

§ 3. It must not be forgotten that trading expenses enter
into the expenses of production in almost every g.jotive im-
case; and that in some cases they are a very portance Olf
large part of the whole. For instance, the supply ":e:::r::f :::;t
price of wood in the neighbourhood of Canadian °f Preduction.
forests often consists almost exclusively of the price of the
labour of lumber men : but the supply price of Canadian deal

1 Mill and some other economists have followed the practice of ordinary
fife in wsing the term Cost of Production in two senses, sometimes to signify
the difficulty of producing a thing, and sometimes to signify the outlay of
money that has to be incurred in order to induce people to overcome this
difficulty and produce it. But by passing from one use of the term to
the other without giving explicit warning, they have led to many misunder-
standings and much barren controversy.
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in the wholesale London market consists in a large measure of
freights; while the supply price of the same wood to a small
retail buyer in an English country town is more than half
made up of the charges of the railways and middlemen who
have brought what he wants to his doors, and keep a stock of
it ready for him. Again, the supply price of a certain kind of
labour may for some purposes be analysed into the expenses of
rearing, of general education and of special trade education.

Tt is to be taken for granted that as far as the knowledge
and business enterprise of the producers reach, they will in
each case choose those factors of production which ave best
for their purpose; that is, which will attain the desired end
for the least outlay and trouble to themselves. Whenever
it appears to the producers that this is not the case, they will,
Principleof 85 a rule, set to work to substitute the less
Substitution.  expensive method. We may call this for con-
venience of reference, the Principle of Substitution.

§ 4. In our typical market then we assume that the
Weassume  forces of demand and supply have free play;
free play for  that there is no combination among dealers on
demand and . ‘ 7
supplyinthe  either side ; but each acts for himself, and there
market. is much free competition; that is, buyers generally
compete freely with buyers, and sellers competc freely with
sellers. But though everyone acts for himself, his knowledge
of what others are doing is supposed to be generally suflicient
to prevent him from taking a lower or paying a higher price
than others are doing.

In such a market there is a definite demand price for each
amount of the commodity, that is, a definite price at which
each particular amount of the commeodity can find purchasers
in a year, or whatever other period we choose as our unit of
time: the more of a thing is offered for sale in a market, the
lower is the price at which it will find purchasers ; or in other
words, the demand price for each unit diminishes with every
increase in the amount offered,
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In like way there is a supply price, that is, a price which
may be expected to call forth a supply of each particular
amount in a unit of time. To give precision to the ideas,
let us suppose that a person well acquainted . . . -
with the woollen trade sets himself to inquire of the supply
what would be the normal supply price of a schedule.
certain number of millions of yards annually of a particular
kind of cloth. He would have to reckon (i) the price of the.
wool, coal, and other materials which would be used up in
making it, (ii) wear-and-tear and depreciation of the buildings,
machinery and other fixed capital, (iii) interest and insurance
on all the capital, (iv) the wages of those who work in the
factories, and (v) the gross earnings of management (in-
cluding insurance against loss) of those who undertake the
risks, who engineer and superintend the working. He would
of course estimate the supply prices of all these different
factors of production of the eloth with reference to the
amounts of each of them that would be wanted ; and he would
suppose the conditions of supply to be normal, and the
expenses of production to be those of a Representative Firm?,
And he would add them all together to find the supply price
of the cloth.

Let us suppose a list of supply prices (or a supply schedule)
made on a similar plan to that of our list of demand prices (or
demand schedule®): the supply price of each amount of the
commodity in a year, or any other unit of time, being written
against that amount. As the annual amount produced
increases, the supply price increases, if nature is offering a
sturdy resistance to man's efforts to wring from her a larger
supply of raw material, and if there is no great room for intro-
ducing important new economies into the manufacture. But
it might so happen that an increase in the volume of produc-
tion would introduce new economies and enable the tendency
to Tncreasing Return to prevail over that to Diminishing

1 See Book 1v. Ch. xur. § 1. 2 See Book 1ir. Ch. mr. § 2.
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Return, so as ultimately to lessen the supply price of the
commodity, and make it cheaper’,

§5. When therefore the amount produced (in a unit of
What la meane i) is such that the demand price is greater
by equi- than the supply price, then sellers receive more
librium. than is sufficient to make it worth their while to
bring goods to market to that amount; and the amount
brought forward for sale tends to increase. On the other
hand, when the amount produced is such that the demand
price is less than the supply price, sellers receive less than
is sufficient to make it worth their while to bring goods to
market on that scale; so that those, who were just on the
margin of doubt as to whether to go on producing, are decided
not to do so, and the amount brought forward for sale tends
to diminish. When the demand price is equal to the supply
price, the amount produced has no tendency either to be
increased or to be diminished ; it is in equilibrium,

Further, if any accident should move the scale of production
from its equilibrium position (or position of rest), there will
be instantly brought into play forces tending to bring it back
to that position; just as, if a stone hanging by a string is
displaced from its equilibrium position, the force of gravity
will at once tend to bring it back to its equilibrium position®.

1 Compare above, p. 180,

2 The following diagrams may help some readers. But they are not
necessary for the argument, and may be omitted.

Measuring, as in the case of the demand curve, amounts of the comnmodity
along Oz and prices parallel to Oy, we get for each
point A along Oz a line MP drawn at right angles ¥ Fig. 4.
to it measuring the supply price for the amount
OM, the extremity of which, P, may be called
a supply point; this price MP being made up of P
the supply prices of the several factors of pro-
duction for the amount 03f. The locus of P may §
be celled the supply curve, It is a curve such
that, if from any point P on it a straight line
PM be drawn perpendicular to Oz, PM represents g ™M o
the price at which sellers will be forthcoming for
an amount O,
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§ 6. Bub in real life such oscillaiions are seldom as
rhythmical as those of a stoue hanging freely from a string;
the comparison would be more exact if the string were
supposed to hang in the troubled waters of a mill-race, whose
stream was at one time allowed to flow freely, The problems
and at another partially cut off. The demand 2fyaluein
and supply schedules do not in practice remain less simple,
unchanged for a long time together, but are constantly being
changed; and every change in them gives new positions to
the centres about which the amount and the price tend to
oscillate.

These considerations point to the great importance of the
element of time in relation to demand and supply, to some
study of which we now proceed. We shall gradually discover
a great many different limitations of the doctrine that the
price at which a thing can be produced represents its real
cost of production, that is, the efforts and sacrifices which
have been directly and indirectly devoted to its production.
That doctrine would indeed represent facts accurately enough
in a stationary society, in which the habits of life, and the
methods and volume of production remained unchanged from
one generation to another; provided that people were tolerably
free to choose those occupations for their capital and labour
which seemed most advantageous.

This is the real drift of that much-quoted, and much-
misunderstood doctrine of Adam Smith and other economists

To represent the equilibiium of demand and supply geometrically we may
draw the demand and supply curves together as in D
Fig. 6. If then OR represents the rate at which ¢ Fig 6.
production is being actually carried on, and Rd the
demand price is greater than Is the supply price,
the production is exceptionally profitable, and will
be increased; and R will move to the right. On
the other hand, if Bd is less than 2., B will move
to the left. If Rd 18 equal to Rs, that is, if B is o
vertically under a point of intersection of the curves,
demand and supply are in equilibrium.
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that the normal, or “natural,” value of a commodity is that
which economic forces tend to bring about in the long run,
It is the average value which economic forces would bring
about if the general conditions of life were stationary for a
run of time long enough to enable them all to work out their
full effect. The fact that the general conditions of life are
not stationary is the source of many of the difficulties that
are met with in applying economic doctrines to practical
problems.

§7. Thus we see that utility and cost of preduction both
play a part in governing value. And we might as reasonably
dispute whether it is the upper or the under blade of a pair
of scissors that cuts a piece of paper, as whether value is
governed by utility or cost of production. It is true that
Influencesof When one blade is held still, and the eutting is
:;““Yd““d.‘"“ effected by moving the other, we may say with

production
on value. careless hrevity that the cutting is done by the
second; but the statement is not strictly accurate, and
is to be excused only so long as it claims to be merely a
popular and not a strietly scientific account of what actually
happens.

In the same way, when a thing already made has to be
sold, the prices which people will be willing to pay for it will
be governed by their desire to have it, together with the
amount they can afford to spend on it. Their desire to have
it depends partly on the chance that, if they do not buy it,
they will be able to get another thing like it at as low a price:
this depends on the causes that govern the supply of it, and
this again upon cost of production. But it may so happen
that the stock to be sold is practically fixed. This, for
instance, is the case with a fish-market, in which the value of
fish for the day is governed almost exclusively by the stock
on the slabs in relation to the demand. And if a person
chooses to take the stock for granted ; and say that the price
is governed by demand, his brevity may perhaps be excused
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s0 Jong as he does not claim strict accuracy. So again it may
be pardonable, but it is not strictly accurate to say that the
varying prices which the same rare book fetches, when sold
and resold at Christie's auction room, are governed exclusively
by demand.

Taking a case at the opposite extreme, we find some
commodities which conform pretty closely to the law of
constant return ; that is to say, their averags cost of produc-
tion will be very nearly the same whether thay are produced
in small quantities or in large. In such a case the normal
level about which the market price fluctuates will be this
definite and fixed money cost of production. If the demand
happens to be great, the market price will rise for a time
above the level ; but as a result production will increase and
the market price will fall. Conversely, if the demand falls
for a time below its ordinary level, production will fall off,
and the market price will be raised.

If, then, a person chooses to neglect market fluctuations;
and takes it for granted that there will anyhow be enough
demand for the commodity to insure that some of it, more
or less, will find purchasers at a price equal to this cost
of production, then he may be excused for ignoring the
influence of demand, and speaking of normal price as governed
by cost of production—provided only he does not claim
scientific accuracy for the wording of his doctrine, and
explains the influence of demand in its right place.

Thus we may say that, as « general rule, the shorter the
period which we are considering, the greater must be the
share of our attention which is given to the influence of
demand on value; and the longer the period, the more
important will he the influence of cost of production on
value. For the influence of changes in cost of production
takes as a rule a longer time to work itself out than does the
influence of changes in demand.
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§ 8. The expenses of production of agricultural produce
are estimated on the margin of cultivation. That is, they are
estimated for a part of the produce which is raised either on
Marginal land that pays no rent because it is poor or badly
expensesof  situated; or, which is more probable, they are
{’:’,‘:{’;ti?: raised on land which does pay rent, but by appli-
to value. cations of capital and labour which only just pay
their way, and therefore can contribute nothing towards the
rent, Tt is these expenses which the demand price must just
cover: for if it does not, the supply will fall off, and the price
be raised tili it does cover them, It is to these expenses
therefors that the price conforms: and, as Ricardo pointed
out, rent does not appear as an element of them,

Suppose for instance that, with an average harvest, ten
million quarters of corn are raised in England, and that the
expenses of production of the last million quarters are at the
rate of 35s. a quarter. If the farmers had expected to get
less than 37s. a quarter they would not have raised these last
guarters. And since they find it worth their while to raise
the whole ten million, we know that in an averuge year they
get 35s. for each of the last million. And in the same market
there can only be one price for one and the same commodity.
Therefore they must have expected the average price of all
the corn in the market to be 35s.

The Expenses of production of some of the corn may have
been only 2bs. & quarter. The 33s. got for a quarter of this
corn is divided into 25s. which goes to the farmer, and 10s.
which goes to the landlord as rent. And if a person looks at
this corn he may argue that its whole expenses of production
were 25s, to cover the farmer's outlay and 10s. to pay his rent,
and that therefore rent enters into the expenses of production
of this corn. He would Le right if he meant only that the
expenses of production of this particular quarter of corn
cannot he found by merely reckoning up the wages and profits
of the labour and capital that were spent in raising it. But
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he would be wrong if he meant that the selling price of corn
was governed by the rent that has to be paid for the use of
land. He would then be mistaking cause for effect, and effect
for cause.

Thus (1) the amount of produce raised, and therefore the
position of the margin of cultivation (i.e. the margin of the
profitable application of capital and labour to good and bad
land alike) are both governed by the general conditions of
demand and supply. They are governed on the one hand by
demand ; that is, by the numbers of the population who
consume the produce, the intensity of their need for it, and
their means of paying for it; and on the other hand by
supply ; that is, by the extent and fertility of the available
land, and the numbers and resources of those ready to
cultivate it. Thus cost of production, eagerness of demand,
margin of production, and price of the produce mutually
govern one another. (2) That part of the produce which
goes ns rent is of course thrown on the market, and acts on
prices, in just the same way as any other part. But the
general conditions of demand and supply, or their relations
to one another, are not affected by the division of the produce
into the share of rent and the share needed to render the
farmer’s expenditure profitable. The amount of that rent is
not & governing cause, but is itself governed by the fertility
of land, the price of the produce, and the position of the
margin; it is the excess of the value of the total returns
which capital and labour applied to land do obtain, over
those which they would have obtained under circumstances
as unfavourable as those on the margin of cultivation’.

1 For further discussion of this difficult question the reader is referred to
Principles, fifth edition, V. viin—x1.
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CHAPTER 1V,

INVESTMENT OF RESOURCES FOR A DISTANT RETURN.
PRIME COST AND TOTAIL COST.

§ 1. LEr us suppose a man to build a house for himself on
Motives deter- Jand, and of materials, which nature supplies
mining the in- 40 and to make his implements as he goes;
vestment of B N
capital. the labour of making them being counted as part
of the labour of building the house. He would have to estimute
the efforts required for building on any proposed plan ; and to
allow almost instinctively an amount increasing in geometrical
proportion (a sort of compound interest) for the period that
would elapse between each effort and the time when the house
would be ready for his use. The utility of the house to him
when finished would have to compensate him not only for the
efforts, but for the waitings',

This case illustrates the way in which the efforis and
sacrifices which are the Real cost of production of a thing,
underlie the expenses which are its Money cost. But the
modern business man commonly takes the payments which he
has to make, whether for wages or raw material, as he finds
them ; without staying to inquire how far they are an accurate
measure of the efforts and sacrifices to which they correspond.
His expenditure is generally made piece-meal ; and the longer
he expeets to wait for the fruit of any outlay, the richer must
that fruit be in order to compensate him. The anticipated
fruit may not be certain; and in that case he will have to
allow for the risk of failure. After making that allowance,

1 See above, Book 1v. Ch, vir, §6.
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the fruit of the outlay must be expected to exceed the outlay
itself by an amount which, independently of his own remu-
neration, increases at compound interest in proportion to the
time of waiting.

§ 2. At the beginning of his undertaking, and at every
successive stage, the business man is ceaselessly The princi

. e . . e principle
striving so to modify his arrangements as to ob- of substitu.
tain better results with a given expenditure or “°™
equal results with aless expenditure. He is continually studying
the advantages and disadvantages of different ways of obtain-
ing his object. He is always lovking for new suggestions,
watching the experiments of others and trying experiments
himself, so as to hit upon that combination which will yield
the largest incomings in proportion to any given outlay. In
other words, he ceaselessly applies the principle of substitu-
tion with the purpose of increasing his profits; and in so
doing he seldom fails to increase the total efliciency of work,
the total power over nature which man derives from organiza-
tion and knowledge.

Every locality has incidents of its own which affect in
various ways the methods of arrangement of

. . - . s, Different

every class of business that is carried on in it. routes are
But even in the same place and the same trade Shosentothe
no two persons pursuing the same aims will adopt
exactly the same routes. The tendency to variation is a chief
cause of progress; and the abler are the undertakers in any
trade the greater will this tendency be. In some trades, as
for instance cotton-spinning, the possible variations are con-
fined within narrow limits; no one can hold his own at all
who does not use machinery, and very nearly the latest
machinery, for every part of the work. But in others, as for
instance in some branches of the wood and metal trades, in
farming, and in shopkeeping, there cun be great variations.
For instance, of two manufacturers in the same trade, one
will perhaps have a larger wages bill and the other heavier
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charges on account of machinery; of two retail dealers one
will have a larger capital locked up in stock and the other
will spend more on advertisements and other means of build-
ing up the immaterial capital of a profitable trade connection.
And in minor details the variations are numberless. Each
man’s actions are influenced by his special opportunities and
resources, as well as by his temperament and his associations,

But each man, taking account of his own means, will push
the investment of capital in his business in each several direc-
tion uniil what appears in his judgment to be the outer limit,
or margin, of profitableness is reached; that is, until thero
seems to him no good reason for thinking that the gains
resulting from any further investment in that particular
direction would compensate him for his outlay. The margin
of profitableness is not to be regarded as a mere point on any
one fixed line of possible investment ; but as a boundary line
of irregular shape cutting one after another every possible line
of investment.

§3. hen investing his capital in providing the means
of carrying on an undertaking, the business man looks to
being recouped by the price obtained for its various products;
and he expects to be able under normal conditiong to charge
for each of them a suflicient price ; that is, one which will not
Prime or only cover the specinl, direct, or prime cost, but
special cost.  glso bear its proper share of the general expenses
of the business ; and these we may call its supplementary cost.
These two elements together make its fofal cost.

There are great variations in the usage of the term Prime
Supplemen. 05 in business life. But it is taken here in a
tary and total narrow sense. Supplementary costs are here
cost. taken to include standing charges on account of
the durable plant in which much of the capital of the business
has been invested, and also the salaries of the upper em-
ployees: for the charges to which the business is put on
account of their salaries cannot generally be adapted guickly
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to changes in the amount of work there is for them to do.
There remains nothing but the (money) cost of the raw mate-
rial used in making the commodity and the wages of that part
of the labour spent on it which is paid by the hour or the piece,
and the extra wear and tear of plant. This is the special cost
which a manufacturer has in view, if he is calculating the
lowest price at which it will be worth his while to accept an
order, irrespectively of any effect that his action might have
in spoiling the market for future orders, and trade being slack
at the time. But in fact he must as a rule take account of
this effect: the price at which it is just worth his while to
produce, even when trade is slack, is in practice generally a
good deal above this prime cost, as we shall see shortly,

Supplementary costs are of many different kinds; and
some of them differ only in degree from prime costs. ¥or
instance, if an engineering firm is in doubt whether to accept
an order at a rather low price for a certain locomotive, the
absolute prime costs which nwust be unconditionally covered
by the price would include the value of the raw material and
the wages of the artisans and labourers employed on the
locomotive. But if work is slack the salaried staff probably
have some time on their hands; and their salaries are there-
fore commonly classed among general or supplementary costs.
The line of division is however often blurred over. For
instance, foremen and other trusted artisans are seldom dis-
missed even in slack times: and, on the other hand, the staff
in the office can be in a great measure adjusted to variations
in the work of the firm by leaving vacancies unfilled and even
by weeding out inefficient men during slack times; and by
getting extra help or putting out some of the work in busy
times,
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CHAPTER V.

EQUILIBRIUM OF NORMAL DEMAND AND SUPPLY, CON-
TINUED, WITH REFERENCE TO LONG AND SHORT
PERIODS.

§ 1. THE present chapter is chiefly occupied with difficul-
ties in the problem of value, resulting from differences between
the immediate and the later effects of the same causes. In
The term this case, as in others, the economist merely
Normal is brings to light difliculties that are latent in the
elastic. common discourse of life, so that by being frankly
faced they may be thoroughly overcome. For in ordinary life
it is customary to use the word Normal in different senses,
with reference to different periods of time; and to leave the
context to explain the transition from one to another, The
economist follows this practice of every-day life: but, by
taking pains to indicate the transition, he sometimes seems
to have created a complication which in fact he has only
revealed.

Thus, for instance, when it is said that the price of wool
on a certain day was abnormally high though the average
price for the year was abnormally low, that the wages of coul-
miners were abnormally high in 1872 and abnormally low in
1879, that the (real) wages of lubour were abnormally high
at the end of the fourteenth century and abnormally low in
the middle of the sixteenth ; everyone understands that the
scope of the term Normal is not the same in these various
cases. KEveryone takes the context as indicating the special
use of the term in each several case; and a formal inter-
pretation clause is seldom necessary, because in ordinary
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conversation misunderstandings can be nipped in the bud by
question and answer. DBut let us look at this matter more
closely.

‘We have noticed’ how a cloth manufacturer when calcu-
lu.t.,ing the expenses of pf'oducing all the different Hlustration
things required for making cloth would need to from the
frame his estimates with reference to the amounts cl°thtrade.
of each of them that would be wanted, and on the supposition
in the first instance that the conditions of supply would be
normal. But we have yet to take account of the fact that he
must give to this term a wider or narrower range, according
as he was looking more or less far ahead.

Thus in estimating the wages required to call forth an
adequate supply of labour to work a certain class of looms,
he might take the current wages of similar work in the
neighbourhood : or he might argue that there was a scarcity
of that particular class of labour in the neighbourheod, that
its current wages there were higher than in other parts of
England, and that looking forward over several years so as to
allow for immigration, he might take the normal rate of
wages at a rather lower rate than that prevailing there at
the time. Or lastly, he might think that the wages of
weavers all over the country were abnormally low relatively
to others of the same grade, in consequence of a too sanguine
view having been taken of the prospects of the trade half a
generation ago. He might argue that this branch of work
was overcrowded, that parents had already begun to choose
other trades for their children which offered greater net
advantages and yet were not more difficult; that in con-
sequence a few years would see a falling-off in the supply
of labour suited for his purpose; so that looking forward a
long time he must take normal wages at a rate rather higher

* than the present average.
Again, in estimating the normal supply price of wool, he
1 Bee above, Ch. 1., § 4.
M, 8
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would take the average of several past years. He would
make allowance for any change that would be likely to affect
the supply in the immediate future; and he would reckon for
the effect of such droughts as from time to time occur in
Australia and elsewhere ; since their occurrence is too common
to be regarded as abnormal. But he would not allow here
for the chance of our being involved in a great war, by which
the Australian supplies might be cut off; he would consider
that any allowance for this should come under the head of
extraordinary trade risks, and not enter into his estimate of
the normal supply price of wool.

He would deal in the same way with the risk of civil
tumult or any violent and long-continued disturbance of the
labour market of an unusual character; but in his estimate
of the amount of work that could be got out of the machinery,
&ec., under normal conditions, he would probably reckon for
minor interruptions from trade disputes such as are con-
tinually occurring, and are therefore to be regarded as
belonging to the regular course of events, that is, as not
abnormal.

In all these calculations he would not concern himself
specially to inquire how far mankind are under the exclusive
influence of selfish or self-regarding motives. He might be
aware that anger and vanity, jealousy and oftended dignity are
still almost as common causes of strikes and lockouts, as the
desire for pecuniary gain: but that would no{ enter into his
calculations. All that he would want to know about them
would be whether they acted with sufficient regularity for
him to be able to make a reasonably good allowance for their
influence in interrupting work and raising the normal supply
price of the goods.

In short, the practised business man simplifies his task by
giving his attention to one set of difficulties at a time, making
almost instinctively first one and then another provisional
supposition to help him on his way
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§ 2. But though applications of the term Normal are thus
elastic, and capable of heing extended gradually Longand short
from very short to very long periods; yet these period normal
periods may be divided roughly into two classes. Price®
In the first class there is time for the supply of those things
which are used in producing the commodity (or in other
words, its factors of production), to adapt itself to the
demand ; in the second class there is not.

For instance, on the day following a large catch of
mackerel the price in the market may settle IMustration
down after a litlle manecuvring at as many from fish
pence as it had been at shillings on the previous ™ar=ets:
day; and this change will in no way depend on the normal
cost of catc]ﬁ_xlé_mgc_}:erei;_it will be governed by the Volume
of the past catch, with perhaps some slight refer- ogciations of
ence to the chance that a similar catch may be market price.
had on the morrow. If we suppose the boat to be owned by
a capitalist who pays the fisherman by the day, the net
earnings of his boat for the day will be the excess of the
price he gets for his fish over his outlay for wages and stores,
together with allowance for the injury done to the boat and
net by the day’s work.

For that particular day this excess may be either more or
less than the normal supply price required to make it worth
his while to provide the boat and its equipment and the
business organization nceded for mauaging it and selling its
catch. But if, in the long run and on the average, it is more
than this normal supply price, capital will drift into the
fishing trade; if less, it will drift out; that is to say, old boata
and nets, when worn out, will seldom be replaced. And
therefore, if the general conditions of the fishing trade are
stationary, the earnings of the boat will oscillate about this
normal supply price.

But next suppose there to be great increase in the general
demand for fish, such for instance as might arise from the
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spreading of a disease through all kinds of farm stock simul-

o taneously, by which meat was made a dear and
2:5,‘,‘,’:,":3;,,:’,5 dangerous food. The increased demand for fish
::‘r“:-: Jor short could not well be met without bringing into the

fishing trade some people from outside, who were
not fitted by training to do its work well, and to whom many
of its ordinary incidents would prove great hardships. Old and
unsuitable boats would be pressed into the service; while the
better class of boats would earn an excess above the expenses
of working them, that would amount in a year perhaps to
fifty per cent. or more on their total cost; and able fishermen,
whether paid by shares or by the day, might for a time get
twice their ordinary wages. Thus the normal price of fish
would be higher than before. Variations in the catch of fish
from day to day might make the market price oscillate at
least as violently as before about this normal level for an
increased amount, but this level would rise rapidly with every
such increase of demand.

Of course these high prices would lend to bring capital
and labour into the trade: but if it were expected that the
disease among live stock would not last very long, and that
therefore the unusual demand for fish would die away in a
few years, people would be cautious about investing capital
and skill in a trade that was in danger of being glutted. And
therefore, though when the demand slackened off, tho price
would fall to, and probably below its old level; yet so long
as the demand was fully maintained the price would keep up.
And here we see an illustration of the almost universal law
that the term Normal, being taken to refer to a short period
of time, the normal supply price is likely to be raised by an
increase in demand.,

§3. But if we turn to consider the normal supply price
with reference to a long period of time, we shall find that it is
Normal value S0Vverned by a different set of causes, and with
inrelation o different results. For suppose that the disuse of
long periads. et causes a permanent distaste for it, and that
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an increased demand for fish continues long enough to enable
the forces by which its supply is governed to work out their
action fully, The source of supply in the sea might perhaps
show signs of exhaustion, and the fishermen might have to
resort to more distant coasts and to deeper waters, Nature
giving a Diminishing Return to the increased application of
capital and labour of a given order of efficiency. On the other
hand, those might turn out to be right who think that man is
responsible for but a very small part of the destruction of fish
that is constantly going on ; and in that case a boat starting
with equally good appliances and an equally efficient crew
would be likely to get nearly as good a haul after the increase
in the total volume of the fishing trade as before. In any
case the normal cost of equipping a good boat with an efficient
crew would cerlainly not be higher, and probably be a little
lower after the trade had settled down to its now increased
dimensions than before. For since fishermen require only
trained aptitudes, and not any exceptivnal natural qualities,
their number could be increased in less than a generation to
almost any extent that was necessary to meet the demand ;
while the industries connected with building boats, making
nets, &c. being now on a larger scale would be organized more
thoroughly and economically. If therefore the waters of the
sea showed no signs of depletion of fish, an increased supply
could be produced at a lower price after a time sufficiently
long to enable the normal action of ecunomic causes to work
itself out: and, the term Normal being taken to refer to a
long period of time, the normal price of fish would decrease
with an increase in demand.

§ 4. To sum up first as regards short periods. The supply
of specialized skill and ability, of suitable machinery and
other material capital, and of the appropriate General con.
industrial organization, has not time to be fully clusionsasto
adapted to demand ; but the producers have to “"o™perieds,
adjust their supply to the demand as best they can with the
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appliances already at their disposal. On the one hand there
is not time materially to increase those appliances if the supply
of them is deficient ; and on the other, if the supply is exces-
sive, some of them mpst remain imperfectly employed, since
there is not time for the supply to be much reduced by gradual
decny, and by conversion to other uses. The particular income
derived from them does not for the time affect perceptibly the
supply ; and does not directly affect the price of the commodi-
ties produced by them. It is a surplus of total receipts over
prime cost; but unless it is sufficient to cover in the long run
a fair share of the general costs of the business, production
will gradually fall off.

Next to sum up as to long periods. In them all invest-
ments of capital and effort in providing the material plant
and the organization of a business, and in
acquiring irade knowledge and specialized ability, ;::-!i a8 tolong
have time to be adjusted to the incomes which
are expecled to be earned by them: and the estimates of
those incomes therefore directiy govern supply, and are the
true long-period normal supply price of the commodities pro-
duced. A great part of the capitul invested in a business is
generally spent on building up its internal organization and
its external trade connections. If the business does not
prosper all this capital is lost, even though its material plant
may realize a considerable part of its original cost. .And
anyone proposing to start a new business in any trade must
reckon for the chance of this loss. If himself a man of
normal capacity for that class of work, he may look forward
ere long to his business being a representative one, in the
sense in which we have used this term, with its fair share of
the economies of production on a large scale, If the net
earnings of such a representutive business seem likely to be
greater than he could get by similar investments in other

1 Thus it has something of the nature of a rent. Compare below, Ch. vur.
§ 1, and Appendix C,
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trades to which he has access, he will choose this trade. Thus
that investment of capital in a trade, on which the price of
the commodity produced by it depends in the long run, is
governed by estimates on the one hand of the outgoings
required to build up and to work a representative firm, and on
the other of the incomings, spread over a long period of time,
to be got by such a price.

§ 5. To go over the ground in another way. Market

values are governed by the relation of demand to stocks
actually in the market; with more or less reference to
‘future’ supplies, and not without some influence of trade
combinations. But the current supply is in
itself the result of the action of producers in 3:&5;’::‘:‘
the past; this action has been mainly deter- term Normal
mined by their comparing the prices which they ;“‘;‘t‘,’,’:‘{,‘:,‘.": for
expect to get for their goods with the expenses ;‘;x‘_’i‘:d:"‘d long
to which they will be put in producing them.
The range of expenses of which they lake account will depend
on whether they are merely considering the extra expenses of
certain extra production with their existing plant, or are
considering whether to lay down new plant for the purpose.
But in any case it will be the general rule that that portion
of the supply which can be most easily produced will be pro-
duced, unless the price is expected to be very low. FEvery
increase in the price expected will, as a rule, induce some
people who would not otherwise have produced anything, to
produce a little; while those who have produced something
for the lower price, will probably produce more for the higher
Price.

The general drift of the term Normal Supply Price is
always the same whether the period to which it refers is short
or long; but there are great differences in detail. In every
case it means the price the expectation of which is sufficient
and only just sufficient to make it worth while for people to
produce a certain aggregate amount yearly: in every case it
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is the marginal cost of production; that is, it is the cost of
production of those goods which are on the margin of not
being produced at all, and which would not be produced if the
price to be got for them were expected to be at all lower.
But the causes which determine this margin vary with the
length of the period under consideration.

§ 6. Of course there is no hard and sharp line of division
Thereisno  Petween “long” and “short” periods. Nature
sharp division hag drawn no such lines in the economic condi-
between long R . . . . .
and short tions of actual life ; and in dealing with practical
periods. problems they are not wanted. Just as we con-
trast civilized with uncivilized races, and establish many
general propositions about either group, though no hard and
fast division can bLe drawn between the two; so we contrast
long and short periods without attempting any rigid demarca-
tion between them, But four classes stand out. In each, price

. is governed by the relations between demand and
Classification . .
of problems of Supply. But as regards market prices, Supply i«
valuebythe  taken to mean the stock of the commodity in
periods to
whichthey  yuestion which is on hand, or at all events “in
refer. sight.” Asregards normal prices, when the term
Normal is tuken to relate to short periods of a few months or
a year, Supply means broadly what can be produced for the
price in question with the existing stock of plant, personal
and impersonal, in the given time. As regards normal prices,
when the term Normal is to refer to long periods of several
years, Supply means what can be produced by plant, which
itself can be remuneratively produced and applied within the
given time; while lastly, there are very gradual or Secular
movements of normal price, caused by the gradual growth of
knowledge, of population and of capital, and the changing
conditions of demand and supply from one generation to
another.

The remainder of the present volume is chiefly concerned
with the third of the above classes. That is, it discusses the
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normal relations of wages, profits, prices, &c., for long periods
of several years. But occasionally account has to be taken of
gradual changes; and one chapter, Book VI. Ch. xir, is given
up to “The Influence of Progress on Value,” that is, to the
study of very gradual, or secular, changes of value.

On the other hand the first two classes will come into
prominence when we discuss, in the second volume, fluctua-
tions of prices and wages arising from quickly passing changes
in the state of commercial credit, and other causes. And the
chapter on “Trade Unions” at the end of the present volume
is partly concerned with these two classes,
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CHAPTER VI

. JOINT AND COMPOSITE DEMAND: JOINT AND COMPOSITE
SUPPLY,

§1. TuE demand for the things used for making other
Derived ge.  things, and theil: factors of production, is in-
mand and joint direct; it is deriwed from the demand for the
demand. things towards the production of which they
contribute; or, in other words, the demands for all the
various factors of production of a finished commodity are
joined together in the joint demand for it. Thus the demand
for beer is direct, and is a joint demand for hops, nalt,
brewers’ labour, and the other factors of production of beer:
and the demand for any one of them is an indirect demand
derived from that for beer. Again there is a direct demand
for new houses ; and from this there arises a joint demand for
the labour of all the various building trades, and for bricks,
stone, wood, etc., which are factors of production of building
work of all kinds, or as we may say for shortness, of new
houses. But the demand for any one of these, us for instance
the labour of plasterers, is only an indirect, or Derived,
demand.

Let us take an illustration from a class of events that
IMustration  &re of frequent occurrence in the labour market;
;::::rf?i:; 2 u.n(.l suppose t.h'at the supply and dfamn.nd :t'or
inthe build-  building being in equilibrium, there is a strike
ing trade. on the part of one group of workers, say the
plasterers, or that there is some other disturbance to the
supply of plasterers’ labour. In order to make & separate



JOINT AND COMPOSITE DEMAND AND SUPPLY. 219

study of the demand for that factor, we suppose firsily
that the general conditions of the demand for new houses
remain unchanged (that is, that the demand schedule for
new houses remains valid); and secondly we assume that
there is no change in the general conditions of supply of
the other factors, two of which are of course the business
faculties and the business organizations of the master builders
(that is, we assume that their supply schedules also remain
valid). Then a temporary check to the supply of plasterers’
labour will cause a proportionate check to the amount of
building: the demand price for the diminished number of
houses will be a little higher than before; and the supply
prices for the other factors of production will not be greater
than before. Thus new houses can now be sold at prices which
exceed by a good margin the sum of the prices at which these
other requisites for the production of houses can be bought;
and that margin gives the limit to the possible rise of the price
that will be offered for plasterers’ labour, and on the supposition
that plasterers’ labour is indispensable’.

§ 2. Tt is however important io remember that if the
supply of one factor is disturbed, the supply of others is likely
to be disturbed also. Tn particular, when the factor of which
the supply is disturbed is one class of labour, as that of the
plasterers, the employers’ earnings generally act as a buffer,
That is 1o say, the loss falls in the first instance on them;
but by discharging some of their workmen and lowering the
wages of others, they ultimately distribute a great part of it
among the other factors of production.

‘We may nute the general conditions, under which a check

1 The different amounts of this margin, corresponding to different checks
to the supply of plasterers’ labour, are determined by the general rule that,—

The demand price for any thing used in producing a commodity is, for each
separate amount of the commodity, limited by the excess of the price at which
that amount of the commodity can find purchasers, over the sum of the prices
&t which the corresponding supplies of the other things needed for making it
will be forthcoming.

This and several other results of the present chapter can be most clearly
apprehended by the aid of diagrams. See Principles V. vi.
4
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to the supply of a thing that is wanted not for direct use,
Conditions but as a factor of production, may cause a very
under which  gpent rise in its price. The first condition is
a check to 1 "

supply may  that the factor itself should be essential, or

ientactoe Nearly essential to the production of the com-
of production. modity, no good substitute being available at a
moderate price,

The second condition is that the commodity in the pro-
duction of which it is a necessary factor, should be one for
which the demand is stiff and inelastic; so that a check to
its supply will cause consumers to offer a much increased
price for it rather than go without it; and this of course
includes the condition that no good substitutes for the com-
modity are available at a price but little higher than its
equilibrium price. If the check to house building raises the
price of houses very much, builders, anxious to secure the
exceptional profits, will bid against one another for such
plasterers’ labour as there is in the market.

The third condition is that only a small part of the
expenses of production of the commodity should consist of
the price of this factor. Since the plasterers’ wages are but
a small part of the total expenses of building a house, a rise
of even 50 per cent. in them would add but a very small
percentage to the expenses of production of a house and would
check demand but little.

The fourth condition is that even a small check to the
amount demanded should cause a considerable fall in the
supply prices of other factors of production; for that will
increase the margin available for paying a high price for this
one, If, for instance, bricklayers and other classes of work-
men, or the employers themselves cannot easily find other
things to do, and cannot afford to remain idle, they may be
willing to work for much lower earnings than before, and this
will increase the margin available for paying higher wages to
plasterers,
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The rise in plasterers’ wages would be checked if it were
possible either to avoid the use of plaster, or to
get the work done tolerably well and at a mode- jagocranng
rate price by people outside the plasterers’ trade, the Law of

A ) Substitution.
The Law of Substitution here as elsewhere
exercises a subduing influence on forces which might otherwise
lead to startling results. The tyranny which one factor of
production of a commodity might in some cases exercise over
the other factors through the Law of Derived Demand is ~
tempered by the Law of Substitution.

The relations between plasterers, bricklayers, &c. are
representative of much that is both instructive and romantic
in the history of alliances and conflicts between trades unions
in allied trades. But the most numerous instances of Joint
demand are those of the demand for a raw material and the
operatives who work it up; as for instance cotton or jute or
iron or copper, and those who work up these several materials,
Again, the relative prices of different articles of food vary a
good deal with the supply of skilled cooks’ labour; thus for
instance many kinds of meat and many parts of vegetables
which are almost valueless in America, where skilled cooks
are rare and expensive, have a good value in France where the
art of cooking is widely diffused.

§ 3. We have already’ noticed how the demand for any
commodity is made up or cowpounded of the composite
demands of the different individuals who may demand.
need it. But we now may extend this notion of composite
demaad to factors of production. Nearly every raw material
and nearly every kind of labour is applied in many different
branches of industry, and contributes to the production of a
great variety of commodities; and the total demand for it is
the sum of the derived demands for it, in each of these several
uses.

1 See Book ni, Ch. 1., 1v.
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§4. We may now pass to consider the case of joint pre-

ducts : i.e. of things which cannot easily be pro-

duced separately ; but are joined in a commeon
origin, such as gas and coke, or beef and hides, or wheat and
straw. As there is a joint demand for things joined in a
common destination, so there is a joint supply of things which
have a common origin. The single supply of the common

. origin is split up into the various derived supplies of the
things that proceed from it.

The prices of the gas and the coke, the joint products
that are got from a ton of coal, must together be enough
to cover their joint expenses of production. If the demand
for gas rises, more coke will be produced, and its price
must fall, so that the increased supply may be taken off
the market. The rise in the price of gas must be sufficient to
cover this fall in the price of coke, and also to cover the
increase, if there is any, in the joint expenses of production of
gas and coke. Again, since the repeal of the Corn Laws much
of the wheat consumed in England has been imported, of
course without any straw. This has caused a scarcity and a
consequent rise in the price of straw, and the farmer who
grows wheat looks to the straw for a great part of the value of
the crop. The value of straw then is high in countries which
import wheat, and low in those which export wheat. In the
same way the price of mutton in the wool-producing districts
of Australia was at one time very low, The wool was ex-
ported, the meat had to be consumed at home; and as there
was no great demand for it, the price of the wool had to
defray almost the whole of the joint expenses of production of
the wool and the meat. Afterwards the low price of meat
gave a stimulus to the trade of preserving meat for exporte-
tion, and now its price in Australia is higher.

There are very few cases of joint products the cost of pro-
duction of both of which together is exactly the same as that

Joint Supply.
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of one of them alone. So long as any product of a business has
a market value, it is almost sure to have devoted to it some
special care and expense, which would be dimin- 7y, peopor.
ished, or dispensed with if the demand for that tions ofjoint
product were to fall very much. Thus, for instance, §§ﬁ'§§fn’;§:
if straw were valueless, farmers would exert them- modified.
selves more than they do to make the ear bear as large a
proportion as possible to the stalk. Again, the importation
of foreign wool has caused English sheep to be adapted by
judicious crossing and selection so as to develop heavy weights
of good meat at an early age, even at the expense of some
deterioration of their wool. It is only when ome of two
things produced by the same process is valueless, unsaleable,
and yet does not involve any expense for its removal, that
thers is no inducement to attempt to alter its amount.

§5. We may pass to the problem of composite supply,
which is analogous to that of composite demand. composite
When a thing has several sources of production, SuPFl¥-
its total supply is made up, or compounded, of the supplies
from all the several sources; and these supplies are rizal and
competitive to one another. Each is likely to be applied in
“gubstitution ” for the others: for the principle of substitu-
tion leads every business man to select those means to his end
that are most efficient in proportion to their cost; unless
indeed he is negligent, or has some independent reason for
preferring the more costly one.

If the causes which govern the production of two of these
rivals are nearly the same, they may for many purposes be
treated as one commodity. For instance, beef and mutton
may be treated as varieties of one commodity for many pur-
poses; but they must be treated as scparate for others, as for
instance for those in which the question of the supply of wool
enters,

Rival things are however often not finished commodities,
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but factors of production: for instance, there are many rival
tibres which are used in making ordinary printing paper. We
have just noticed how the fierce action of derived demand for
one of several complementary supplies, as e.g. for the supply
of plasterers’ labour, was liable to be moderated, when the
demand was met by the competitive supply of a rival thing
which could be “substituted ” for it.

§6. All the four chief problems, which have been dis-
cussed in this chapter, have some bearing on the causes that
govern the value of almost every commodity: and many of
the most important cross connections between the values of
different commodities are not obvious at first sight.

Thus when charcoal was generally used in making iron,
Instances of the price of leather depended in some measure on
intricate rela. that of iron; and the tanners petitioned for the
tone hetween exclusion of foreign iron in order that the demand
different on the part of English iron smelters for oak
things. charcoal might cause the production of English
oak to be kept up, and thus prevent oak bark from becoming
dear.

Again, the development of railways and other means of
communication for the benefit of one trade, as for instance for
wheat growing in some parts of America and for silver mining in
others, greatly lowers some of the chief expenses of production
of nearly every other product of those districts. .Again, the
prices of soda, and bleaching materials, and other products of
industries the chief raw material of which is salt, move up
and down relatively to one another with almost every im-
provement in the various processes which are used in those
industries. .And every change in those prices affects the prices
of many other goods; for the various products of the salt
industries are more or less important factors in many branches
of manufacture,

Again, cotton and cotton-seed oil are joint products, and
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the recent fall in the price of cotton is largely due to the im-
proved manufacture and uses of cotton-seed oil: and further,
as the history of the cotton famine shows, the price of cotton
largely aflects that of wool, linen and other things of its own
class.
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CHAPTER VIL

PRIME AND TOTAL COST IN RELATION TO JOINT PRO-
DUCTS., COST OF MARKETING. INSURANCE AGAINST
RISK.

§1. WEe may now return to the consideration of Prime
and Supplementary Costs, with special reference
g‘{;}:;;;ffp,:f to the proper distribution of the latter between
ducts of the the Joint products of a business. For instance
same business. . :
the shipowner has to apportion the expenses of
his ship between heavy goods and goods that are bulky but
not heavy. He tries, as far as may he, to get a mixed cargo
of both kinds; and an important element in the struggle for
existence of rival ports is the disadvantage under which those
ports lie which are able to offer a cargo only of bulky or only
of heavy goods: while a port whose chief exports are weighty
but not bulky, attracts to its neighbourhood industries which
make for export goods that can be shipped from it at low
freights,

From the expenses of transport we pass easily to those of
Difficulties as 'Darketing. Some kinds of goods are easily mar-
tothe expenses keted ; there is a steady demand for them, and
of marketing. 34 4q always safe to make them for stock. But
for that very reason competition cuts their price *very fine,”
and does not allow a large margin above the direct cost of
making them. Sometimes the tasks of making and selling
them can be rendered almost automatic, so as to require very
little to be charged on their account under the heads of the
expenses of management and marketing. But in practice it is
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hot uncommon to charge such goods with even less than the
small share that would properly fall to them, and to use them
as a means of obtaining and maintaining a business connection,
that will facilitate the marketing of other classes of goods, the
production of which cannot so well be reduced to routine ; for
as to these there is not so close a competition. Manufacturers,
especially in trades connected with furniture and dress, and
retailers in almost all trades, frequently find it best to use
certain of their goods as a means of advertising others, and to
charge the first with less and the second with more than their
proportionate share of Supplementary expenses. In the former
class they put those goods which are so uniform in character
and so largely consumed that nearly all purchasers know their
value well, in the second those with regard to which pur-
chasers think more of consulting their fancy than of buying
at the lowest possible price.

Economic progress is constantly offering new facilities for
marketing goods at a distance: it not only lowers y ocai facitities
cost of carriage, but what is often more import- for marketing.
ant, it enables producers and consumers in distant places to
get in touch with one another. In spite of this, the advan-
tages of the producer who lives on the spot are very great in
many trades; they often enable him to hold his own against
competitors at a distance whose methods of production are
more economical. He can sell in his own neighbourhood as
cheaply as they can, because though the cost of making is
greater for his goods than for theirs, he escapes much of the
cost which they incur for marketing. But time is on the
side of the more economic methods of production; and his
distant competitors will gradually get a stronger footing in
the place, unless he or some new man adopts their improved
methods.

A great part of these expenses of marketing results from
the risk that a thing preparing for a certain market will not
find the expected sale there. But it still remains to make &
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closer study of the relation in which Insurance against the
risks of a business stands to the supply price of any particular
commodity produced in it.

§ 2. The manufacturer and the trader commonly insure
Insurance against injury by fire and loss at sea; and the
againstrisk.  premiums which they pay are among the general
expenses, a share of which has to be added to the Prime cost
in order to determine the Total ccst of their goods. But the
greater part of business risks are so inseparably connected
with the general management of the business that an insu-
rance company which undertook them would really make itself
responsible for the business: and in consequence every firm
has to act as its own insurance office with regard to them.
The charges to which it is put under this head are part of its
general expenses, and a share of them has to be added to the
Prime cost of each of its products.

But there is a danger of allowing for these risks more than
once. When a farmer has calculated the expenses of raising
any particular crop with reference to an average year, he
must not count in addition insurance against the risk that
the season may be bad, and the crop a failure: for in taking
an average year, he has already set off the chances of
exceptionally good and bad seasons against one another.
‘When the earnings of a ferryman have been calculated on the
average of a year, allowance has already been made for the
risk that he may sometimes have to cross the stream with an
empty boat.

When a manufacturer has taken the average of his sales
of dress materials over a long time, and based his future
action on the results of his past experience, he has already
allowed for the risks that the machinery will be depreciated
by new inventions that will render it nearly obsolete and that
his goods will be depreciated by changes in fashion. If he
were to allow separately for insurance against these risks, he
would be counting the same thing twice over.
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This discussion of the risks of trade has again brought
before us the fact that the value of a thing, though it tends
to equal its normal (money) cost of production, does not
coincide with it at any particular time, save by accident.
The value in use of a bell with a flaw in it is very little; it
can be used only as old metal and therefore its price is only
that of the old metal in it. When it was being cast the
same trouble and expense were incurred for it as for other
bells which turned out sound. Its Expenses of prodaction
were the same as those of sound bells: but they have great
value in use and are therefore sold at a high price. The price
of each particular bell is limited by its value in use: what
the Law of Normal Value states is that the price of cracked
bells and sound bells together must in the long run cover the
expenses of making bells,



CHAPTER VIIL

SHORT NOTES ON SEVERAL PROBLEMS.

§1. WE are now at the end of that part of the general
theory of value which can be presented in an easy form. But
a word or two may be said here as to the general drift of a
few doctrines, the investigation of which belongs to an ad-
vanced course of study.

In Appendix C it is shortly argued that the so-called
“rent” of a house, after deducting for the value
of the land on which it is built, is really profits
on capital invested in building: but that such profits, and
also the profits earned by machinery and other appliances for
production, have something in them of the nature of rent;
and that when short periods of time are under consideration
they may properly be regarded as Quasi-rents.

The average income earned by the machinery in normal
times is pretty sure to be about enough to give a moderate
return of net profits, For if it gave but a very poor profit,
capital would leave the trade; and if it gnve a very high profit,
capital would flow into the trade, and by its competition
bring the rate of profits down to the normal level. But this
argument assumes that the trade is open. It is not applicable
to a monopoly.

§2. A monopolist may be, and often is, influenced by
many other motives than the immediate desire
for gain. But in so far as he is governed by this
motive, he will endeavour to keep the price of his commodity

Quasi-rentsa.

Monopolies.
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at the level which will give him the greatest net revenue. I,
for instance, & steam-ferry company with a practical monopoly
of a short cut between a town and its suburb could get 2,000
passengers weekly at a fare of 3d,, 4,000 at 2d., or 10,000 at
1d. ; and if it calculated that its working expenses would be
at the rate of 2d. for the first number, 1}d.for the second,
and §d. for the third, it would be likely to fix the fare at 24,
For the figures would stand thus:

Number Cost per Net
Fare, carried. head. ’ Tevenue.
3d. 92,000 2d. 2,0004,
2d. 4,000 11d, 3,000d.
1d. 10,000 id. 2,500d.

It would thus get a higher revenue with a fare of 24,
than with either 3d, or 1d.

If, however, it could be induced to lower its fare to 1d,,
the 4,000 people who had paid the 2d. would gain 4,000d. net ;
and the 6,000 people who would walk round rather than pay
2d,, but would pay 1d. rather than walk, would also derive a
benefit from the change. If we put the aggregate value of
this benefit to them at 2,0004., we find that a change which
took but 500d. from the net income of the ferry company
would confer 6,000d, worth of benefit, or consumers’ surplus
as we have called it, on the public. This case illustrates the
starting point of many interesting problems?,

§ 3. The striking features of the case of the ferry are
derived from the fact that a great number of 1ndirect
passengers can be carried at a lower cost per Muteof o
head to the company than a small number. And demand.
it may be observed that in any branch of production which is
free from monopoly and in which this rule holds (or in tech-
nical terms which shows a tendency to Increasing Return), an

1 The practical applications of such lines of reasoning belong to a later

stage of economic study: but their leading outlines are shown by aid of
diagrams in Principles, V. x1v.
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increased demand is sure to be followed by a fall in supply
price under the direct influence of competition; and thus
every additional purchaser confers a benefit on others. Books,
for instance are made cheaper, to the benefit of all concerned,
by an increase in the demand for them. But oats are made
dearer by an increase in the demand for them. If rich men
kept many superfluous horses, they would make food dearer.
It instead they bought many books, they would enable other
people to buy more books for a given outlay than before.
This case also points to many interesting problems®,

1 The leading outlines of some of these are shown by aid of diagrams in
Principles, V. x11. and x111.
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BOOK VI.

VALUF,

OR

DISTRIBUTION AND EXCHANGE.

CHAPTER 1

PRELIMINARY SURVEY OF DISTRIBUTION AND EXCHANGE.

§ 1. Tar keynote of this Book is in the fact that free
human beings are not brought up to their work on the same
principles as a machine, a horse, or a slave. If they were
there would be very little difference between the [ . .
distribution and the exchange side of value ; for Book V1.
then the return to each agent of production would °®2Whele:
only just suffice on the average to cover its expenses of
production with wear and tear, etc.:—on the average; i..
after allowance had been made for casual failures to adjust
supply todemand. But as it is, our growing power over nature
makes her yield an ever larger surplus above necessaries ; and,
though this might be absorbed by a very rapid increase of
population, yet in fact population in a modern civilized
country does not increase rapidly up to the means of subsist-
ence; and all save the poorest do in fact enjoy a growing
surplus above mere necessaries. There remain therefore the
questions :—What are the general causes which govern the
distribution of this surplus among the people? What part
is played by conventional necessaries, i.e. the Standard of
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Comfort? What by the influence which methods of con.
sumption and habits of life exert on efficiency; by wants
in relation to activities, i.e. by the Standard of Life? What
by the many-sided action of the principle of substitution,
and by the struggle for survival between hand-workers and
brain-workers of different classes and grades? What by the
power which the use of capital gives to those in whose hands
it is? What share of the general flow is turned to remune-
rate those who work and “wait,” as contrasted with those
who work and consume at once the fruits of their endeavours?
An attempt is made to give a broaud answer to these and
some simiilar questions.

The prublem of distribution is difficult: no solution of it,
The probtem  Which is simple, can be true. Closer study has
difficuit: shown that what professed to be easy answers
?;ﬁ'ﬂ:mons to it, were really partial answers to imaginary
needed. questions that might have arisen in other
worlds than ours in which the conditions of life were
very simple'. But yet the work done in answering these
questions was not wasted: for a very difficult problem can
best be solved by being broken up into pieces; and each of
these simple questions contained a part of the great and
difficult problem which we have to solve. Let us profit by
this experience and work our way by successive steps.

§ 2. Let us begin by studying the influence of demand on
the earnings of labour, drawn from an imaginary

First, all . . .
suppased world in which everyone owns the capital that
;';‘L‘;?‘:;‘:{" aids him in his labour; so that the problem of

interchange-  the relations of cupital and labour does not arise
able: popula- ", . . .

tion station-  in it. That is, let us suppose that but little capital
By is used ; while everyone owns whatever capital he
does use, and the gifts of nature are so abundant that they are
free and unappropriated. Let us suppose, further, that everyone
is not only of equal capacity, but of equal willingness to work,

! Compare Appendix D, § 1.
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and does in fact work equally hard : also that all work is un-
skilled,—or rather unspecialized in this sense, that if any two
people were to change occupations, each would do as much and
as good work as the other had done. Lastly, let us suppose that
everyone produces things ready for sale without aid, and that
he himself disposes of them to their ultimate consumers: so
that the demand for everything is direct.

In this case the problem of value is very simple. Things
exchange for one another in proportion to the labour spent
in producing them. If any one thing runs short in supply,
it may for a short time sell for more than its noriaal price:
it may exchange for things the production of which had
required more labour than it had; but, if so, people will
at once leave other work to produce it, and in a very short
time its value will fall to the normal level. Therefore, though
there may be slight temporary disturbances, yet as a rule
everyone’s earnings will be equal to those of everyone else. In
other words, each will have an equal share in the net sum
total of things and services produced; or, as we may say,
the real National Income or Dividend. This will constitute
the demand for labour; and may be called the common
Wages-Fund or Earnings-Fund, or better still Earnings-
stream ; since a Fund fails to suggest the constant flow of
new goods into the world through supply, which flow out
again through demand and consumption.

If a new invention should double the efficiency of work in
any trade, so that & man can make twice as many things of a
certain kind in a year without requiring additional appliances,
then those things will fall to half their old exchange value.
The effective demand for everyone’s labour will be a little
increased ; and the share which he can draw from the common
earnings-stream will be a little larger than before. He may if
he chooses take twice as many things of this particular kind,
together with his old allowance of other things: or he may
take somewhat more than before of everything. If therebean
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increase in the efficiency of production in many trades, the
common earnings-stream or dividend will be considerably
larger; the commodities produced by those trades will be
given more largely in exchange for those produced by other
trades ; and this will of course increase the purchasing power
of everyone's earnings.

§ 3. Nor will the position be greatly changed if we
suppose that some specialized skill is required in each trade,
provided other things remain as before: that is, provided the
workers are still supposed to be all of equal capacity and

Next sup- industry, and all trades to be equally agreeable
posethat . and equally easy to be learnt. The normal rate
owntrade.  of earnings will still be the same in all trades;

for if a day’s labour in one trade produces things that sell for
more than a day’s labour in others, and this inequality shows
any signs of lasting, people will bring up their children by pre-
ference to the favoured trade. The productive power of the
community will have been increased by the division of labour;
the common National Dividend or Earningsstream will be
larger; and as, putting aside passing disturbances, ull will
share alike in it, each will be able to buy with the fruits of
his own labour things more serviceable to him than he could
have produced for himself.

In this stage, as in those considered before, it is still true
that the value of each thing corresponds closely to the amount
of labour spent upon it; and that the earnings of everyone
are governed simply by the bounty of nature and the progress
of the arts of production.

§ 4. Next, let us look at the influence of changes in the
N _ numbers of the population on their earnings!. 'We

ext, allow . .
for a growth of are still supposing all labour to be of the same
population.  gyade : so that, as in the last section, the normal
rate of earnings will still be the same in all trades : because,

1 It will be recollected that the reciprocal influence of earnings upon popu-
Iation is to be reckoned with in the following chapter. The reasonings of this
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if a day’s labour in one trade produced things that sold for
more than a day’s labour in others, and this inequality showed
any signs of lasting, people would bring up their children by
preference to the favoured trade. In this case then, as before,
the national income will be divided out equally to each family,
save for some slight passing inequalities ; and, therefore, every
improvement in the arts of production or transport, every new
discovery, every new victory over nature will increase equally
the comforts and luxuries at the command of each family.

But this case differs from the last; because in this case,
the increase of population, if maintained long enough, must
ultimately outgrow the improvements in the arts of production,
and cause the law of diminishing return to assert itself
in agriculture. That is to say, those who work on the land
will get less wheat and other produce in return for their labour
and capital. An hour's labour will represent a less quantity
of wheat than before throughout the agricultural trades, and
therefore throughout all other trades; since all labour is of
the same grade, and earnings are therefore as a rule equal in
all trades.

Further we must note that the surplus or rental value of
land will tend to rise. For the value of any kind of produce
must equal that of the labour, aided on our supposition by a
uniform quantity of capital throughout, which is required to
produce it on the margin of cultivation’. More labour and
capital than before will be needed to raise a quarter of
wheat &c. on the margin ; and therefore the wheat &c., which
is returned by nature to the labour applied under advan-
tageous circumstances, will have a higher value relatively to

section apply to any growth of population however caused, for instance to one
coused by advance of medical science, and a consequent lessening of the death
rate.

1 The marginal application of labonr may be ¢on land that will barely repay
any labour at all; or it may be that enltivation of fertile land which is only
just remunerative. See Book iv. Ch. ur. § 2.
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that labour and capital than before: or, in other words, it will
yield a larger surplus value over that of the labour and capital
used in raising it.

This surplus will go to the private owner of the land,
if there is one: though of course it might conceivably be
appropriated to public uses: or conceivably everyone might
have an equal share of land.

§ 5. Let us now drop the supposition that labour is so
Next atiow for Ti0Pile as to ensure equal remuneration for equal
differences in  efforts, throughout the whole of society ; and let
grade. "

us approach much nearer to the actual condition
of life by supposing that labour is not all of one industrial
grade, but of several. Let us suppose that parents always
bring up their children to an occupation in their own grade;
that they have a free choice within that grade, but not outside
it. In the next chapter we shall have to consider what causes
aro likely to govern the increase of numbers in each grade;
bhut whatever be those causes, it is clear that the share of each
of the members of any grade, or other industrial compartment,
will be the higher, the fewer the number of those members
and the greater the need for their services on the part of the
community and especially of rich people.

Suppose for instunce artists to form a grade or caste by
themselves ; then their earnings will be governed, partly by
their own numbers, partly by the resources which the popula-
tion have available for spending on such gratifications as
artists can supply for them, and partly by their desire for
such gratifications.

§ 6. We may now leave the imaginary world, in which
Wereturnto €very one owns the capital that aids him in
:Zﬂslg:;t‘:iy his work; and return to our own, where the
demand. relations of labour and capital play a great part
in the problem of distribution ; and where the action of eco-
nomic forces is largely directed by a set of men who specialize
themseives in the organization of business,
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Iv is chiefly their agency in the modern world which
Jjustifies the common sayings of every-day life, Principte of
that “every thing tenc-ls to find its own level,” f;:::;?;::he
that *“most men earn just about what they are common say-

» : . ing thatin
worth,” and *if one man can earn twice as much pusiness

: : everything

&s-a.nother, that shows that .hls wor}: m.worth finde its o
twice as much,” that “machinery will displace level.
manual labour whenever it can do the work cheaper.” If
there are two methods of obtaining the same result, one by
skilled and the other by unskilled labour, that one will be
adopted which is more efficient in proportion to its cost.
There will be a margin on which either will be indifferently
applied, and on that margin the efficiency of each will be in
proportion to its cost.

Again, there will be a rivalry between hand-power and
machine-power similar to that between two different kinds
of hand-power or two different kinds of machine-power.
Thus hand-power has the advantage for some operations, as,
for instance, for weeding out valuable crops that have an
irregular growth ; horse-power in its turn has a clear advan-
tage for weeding an ordinary turnip-field; and the applica-
tion of each of them will be pushed till any further use of it
would bring no net advantage. On the margin of indifference
as between hand-power and horse-power their prices must be
proportionate to their efficiency; and thus the principle of
Substitution will have established a direct relation between
the wages of labvur and the price that has to be paid for
horse-power’,

1 See above, Book v. Cl. xir. and 1v. It will be remembered that, so far
88 the knowledge and business enterprise of the producers reach, they will in
each case choose those factors of production which are best for their purpose:
the sum of the prices which they pay for those factors which are nsed is, as a
rule, less than the sum of the prices which they would have to pay for any
other set of factors which could be substituted for them: whenever i appears
to the producers that this is not the case, they will, as a rule, set to work to
sabstitute the less expensive method. The margin of profitableness is not to
be regarded as & mera point on any one fixed line of possible investment ; but
as & boundary line of irreguler shape cutting one after another every possible
line of investmeypt. See especially pp. 195, 196, 205, 206.
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As a rule many kinds of labour, of raw material, of
machinery and other plant, and of business organization both
internal and external, go to the production of a commodity:
and the advantages of economic freedom are never more
strikingly manifest than when a business man endowed with
genius is trying experiments, at his own risk, to see whether
some new method, or combination of old methods, will be
more efficient than the old.

Every business man indeed is constantly endeavouring
to obtain a notion of the relative efficiency of every agent of
production that he employs ; as well as of others that might
possibly be substituted for some of them. He
estimates as best he can how much net product
will be caused by a certain extra use of any one agent. By
net product is meant net addition to the total value of his
product, after deducting for any extra expenses that may be
indirectly caused by the change, and adding for any incidental
savings. He endeavours to employ each agent up to that
margin at which its net product would no longer exceed the
price he would have to pay for it; he works generally by
trained instinct rather than formal calculation ; and it would
be too long a task here to write out in slow reasonings the
quick thoughts that pass through his mind. But all his
reckonings are substantially similar to those which he
makes in the case in which he is in doubt whether he has
enough labour to turn his stock, machinery and other trade
appliances to good account; and whether he could not, by
hiring one more man, increase the production by more than
the equivalent of his wages, without having to supply ad-
ditional capital in any other way

§7. So far we have considered chiefly the demand for
labour. But it may be well to push a little further our
illustration of"the nature of the demand for capital for any
use; and to observe the way in which the aggregate demand
for it is made up of the demands for many different uses.

Net product.
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To fix the ideas, let us take some particular trade, say
that of hat-making, and inquire what determines pj,qe ation of
the amount of capital which it absorbs. Sup-. the demandfor
pose that the rate of interest is 3 per cent. per ;i’::it:‘l,;:ra
annum on perfectly good security; and that the trade:
hat-making trade absorbs a capital of one million pounds.
This implies that there is a million pounds’ worth of capital
which the hat-making trade can turn to so good account that
they would pay 3 per cent. per annum =et for the use of it
rather than go without it.

Some things are necessary to those engaged in the trade;
they must have not only some food, clothing, and house-room,
but also some Circulating capital, such as raw material, and
some Fixed capital, such as tools and perhaps a little ma-
chinery. And though competition prevents anything more
than the ordinary trade profit being got by the use of this
necessary capital ; yet the loss of it would be so injurious that
those in the trade would have been willing to pay 50 per cent.
on the capital, if they could not have got the use of it on
easier terms. There may be other machinery which the trade
would have refused to dispense with if the rate of interest had
been 20 per cent. per annum, but not if it had been higher.
If the rate had been 10 per cent., still more would have been
used ; if it had been 6 per cent., still more; if 4 per cent.,
still more; and finally the rate being 3 per cent. they use
more still. 'When they have this amount, the marginal utility
of the machinery, i.e. the utility of that machinery which
it is only just worth their while to employ, is measured by
3 per cent.

A rise in the rate of interest would diminish their use
of machinery; for they would avoid the use of all that did
not give a net annual surplus of more than 3 per cent. on its
value. And a fall in the rate of interest would lead them to
demand the aid of more capital, and to introduce machinery
which gave a net annual surplus of something less than 3 per

M.
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cent. on its value. Again, the lower the rate of interest, the
more substantial will be the style of building used for the
hat-making factories and the homes of the hat-makers ; and
a fall in the rate of interest will lead to the employment of
more capital in the hat-making trade in the form of larger
stocks of raw material, and of the finished commodity in the
hands of retail dealers’.

The methods in which capital will be applied may vary
Variety in much even within the same trade. Each under-
:ﬂ;‘::;?;‘ taker having regard to his own means, will push
capital. the investment of capital in his business in each
several direction until what appears in his judgment to be the
margin of profitableness is reached ; and that margin is, ag we
have said, a boundary line cutting one after anothor every
possible line of investment, and moving irregularly outwards
in all directions whenecver there is a fall in the rate of interest
at which extra capital can be obtained. Thus the demand for
the loan of capital is the aggregate of the demands of all
individuals in all trades; and it obeys a law similar to that
which holds for the sale of commodities; just as there is a
certain amount of a commodity which can find purchasers
abt any given price, and when the price rises the amount
that can be sold diminishes, so it is with regard to the use
of capital.

And as with borrowings for productive purposes, so with
those of spendthrifts or Governments who mortgage their future
resources in order to obtain the means of immediate expendi-
ture. Itis true that their actions are often but little governed
by cool caleulation, and that they frequently decide how much
they want to borrow with but little reference to the price they
will have to pay for the loan; but still the rate of interest
exercises a perceptible influence on borrowings even of this
kind,

1 On Jevons' doctrine of the “Advantage of Capital to Industry,” ses
Principles, Ed, u1, p. 487,
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§8. To sum up the whole in a comprehensive, if difficult,
statement :—Every agent of production, land, p yisional
machinery, skilled labour, unskilled labour, &c., conclusion.
tends to be applied in production as far as it profitably can
be. If employers, and other business men, think that they
can get a better result by using a little more of any one agent
they will do so. In this they do on a large scale just what we
have seen the housewife doing on a small scale : they estimate
the net product (that is the net increase of their total output
after allowing for incidental expenses) that will be got by a
little more outlay in this direction, or a little more outlay in
that ; and if they can gain by shifting a little of their outlay
from one direction to another, they do so’.

Thus then the uses of each agent of production are
governed by the general conditions of demand in g pginal

relation to supply: that is, on the one hand by uses donot
the urgency of all the uses to which the agent 53?’&,"

can be put, taken together wit}} the means at ggf,:;:ed
the command of those who need it; and, on the together

other hand, by the available stocks of it. And Z;“{'h?’“‘

equality is maintained between its values for each :?‘;‘:i:::; .
use by the constant tendency to shift it from in relation

uses, in which ity services are of less value * supply.

1 It mry be well {o compare step by step the case of the housewife, dis-
tributing her wool hetween its various uses for direct domestic consumption,
and the capitalist employers distributing the general resources of the com-
munity in production, and for ense of parison the opening paragraph of -
Book 111. Ch. v. is reproduced here:—The primitive housewife finding that she
has a limited nuinber of hanks of yarn from the year's shearing, considers all
the domestic wants for clothing and #ries to distribute the yarn between them
in such a way as to contribute as much as possible to the family well-being.
She will think she has failed if, when it is done, she has reason to regret that
she did not apply more to making, say socks, and less to vests, That would
mean that she had miscalculated the points at which to suspend the making
of socks and vests respectively; that she had gone too far in the case of vests,
and not far enough in that of socks; and that therefore at the points at which
she actually did stop, the utility of yarn turned into socks was greater than
that of yarn turned into vests. But if, on the other hand, she hit on the
right points to stop at, then she made just so many socks and vests that she
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to otheis mm which they aie of greater value, 1n accordance
with the prineiple of substitution

If less use 15 made of unskilled labour or any agent, the
reason will be that at some point at which people were on
the margin of doubt whether 1t was worth while to use that
agent, they have decided that it is not worth thewr while
That 1s what 13 meant by saying that we must watch the
marginal uses, and the marginal efhciency of each agent
‘We must do so, ssmply because 1t 1s only at the margin that
any of those shiftings can occur by which changed relations of
supply and demand manifest themselves'

got an equal amount of good out of the last bundle of yarn that she apphed to
sochs and the last she applied to vests

1 Some citics of the modern doctrine of value have misunderstood its
character and supposed that 1t represents the margmmal use of a tlhung as
gorermng the value of the whole It is not so, the modein doctiine says we
must go to the maigin to study the action of those forces which gorern the
value of the whole and that 1s a very different affair Of course the with
drawal of won fiom any of its necessary uses would have just the same
mfluence on 1ts value as 1ts withdranal from 1ts marginal uses; in the same
way as, 1 the case of a boiler for cooking under lngh pressure, the pressute in
the boiler would be affected bv the escape of any other steam just as 1t would
Yy the escape of the steam 1n one of the safety valves But m fact the stenm
does not escape except through the safety valves, and 1ron, or any other
a,ent of production, 18 not thrown out of use except at points on its margal
nses

The doctine of net product 1s full of difficulties whith cannot be ndequately
treated in 2 short treatise They are discussed wn Princyples (hfth edition),
V vir—aand VI 1
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CHAPTER IL

PRELIMINARY SURVEY OF DISTRIBUTION AND EXCHANGE,
CONTINUED.

§ 1. I~ the last chapter we confined our attention to the
manner in which the national income is distributed among
the various agents of production, in accordance with the
quantity of each agent, and the services which it renders.
‘We have now to consider the other side of the problem, viz.
the influence which the remuneration of each agent exerts on
the supply of that agent.

‘When a man is fresh and eager, and doing work of his
own choice, it really costs him nothing. Foras o . . -
some socialists have urged with pardonable ex- yields
aggeration, few people know how much they Ple*ure-
enjoy moderate work, till something occurs to prevent them
from working altogether. But rightly or wrongly, most
persons helieve that the greater part of the work which
they do, when earning their living, yields them no surplus
of pleasure ; but on the contrary costs them something. They
are glad when the hour for stopping arrives: perhaps they
forget that the earlier hours of their work have not cost them
as much as the last.

The longer a man works, or even is on duty, the greater
is his desire for a respite, unless indeed he has become
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numbed by his work; while every hour’s additional work
Increased gives him more pay, and brings him nearer to
remuneration the stage at which his most urgent wants are
genersly  satisfied; and the higher the pay, the sooner
toincreased  this atage is reached. It depends then on the
exertions. P L . .

individual, whether with growing pay new wants
arise, and new desires to provide comforts for others or for
himself in after years; or he is soon satiated with those
enjoyments that can be gained only by work, and then craves
more rest, and more opportunities for activities that are them-
selves pleasurable. No universal rule can be laid down; but
experience seems to show that the more ignorant and phleg-
matic of races and of individuals, especially if they live in a
southern clime, will stay at their work a shorter time, and
will exert themselves less while at it, if the rate of pay rises
g0 as to give them their accustomed enjoyments in return for
less work than before. But those whose mental horizon is
wider, and who have more firmness and elasticity of character,
will work the harder and the longer the higher the rate of
pay which is open to them; unless indeed they prefer to
divert their activities to higher aims than work for material
gain, But this point will need to be discussed more fully
under the head of the influence of progress on value. On the
whole then we may conclude that increased remuneration
causes an immediate increase in the supply of efficient work,
as o rule; and that the exceptions to this rule, though
significant, are seldom on a large scale,

§ 2. 'When however we turn from the immediate influence
exerted by a rise in wages on the work done by an individual
to its ultimate effect after a generation or two, the result is
Supply of less uncertain. It is indeed true that, though a
efficient temporary improvement will give a good many
Hoient  young people the opportunity to marry and set
:m;:; on up house, for which they have been waiting ; yet

& permanent increase of prosperity is quite as
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likely to lower as to raise the birth-rate. But on the other
hand, an increase of wages is almost certain to diminish the
death-rate, unless it has been obtained at the price of the
neglect by mothers of their duties to their children. .And
the case is much stronger when we look at the influence of
high wages on the physical and mental vigour of the coming
generation.

For there is a certain consumption which is strictly
necessary for each grade of work in this sense, that if any of
it is curtailed the work cannot be done efliciently : the adults
might indeed take good care of themselves at the expense of
their children, but that would only defer the decay of effici-
ency for one generation. Further, there are conventional
necessaries, which are so strictly demanded by custom and
habit, that in fact people generally would give up much of
their necesgaries, strictly so called, rather than go without the
greater part of these. Thirdly, there are habitual comforts,
which some, though not all, would not entirely relinquish even
when hardly pressed. Many of these conventional necessaries
and customary comforts are the embodiment of material and
moral progress, and their extent varies from age to age and
from place to place. The greater they are, the less economical
is man as an agent of production. But, if they are wisely
chosen, the greater they are the better for man: and that is
the important matter. For man himself is always the sole
end of production.

Any increase in consumption that is strictly necessary to
efficiency pays its own way and adds to, as much as it draws
from, the national dividend. Bub an increase of consumption, '
that is not thus necessary, can be afforded only infiuence
through an increase in man’s command over fToces ot
nature: and that can come about through ad- ufearnings,
vance in knowledge and the arts of production, through im-
proved organization and access to larger and richer sources
of raw material, and lastly through the growth of capital
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and the material means of attaining desired ends in any
form.

Thus the question how closely the supply of labour
responds to the demand for it, is in a great measure resolved
into the question how great a part of the present consumption
of the people at large consists of necessaries, strictly so
called, for the life and efficiency of young and old ; how much
consists of conventional necessaries which theoretically could
be dispensed with, but practically would be preferred by the
majority of the people to some of those things that were really
necessary for efficiency ; and how much is really superfluous
regarded as a means towards production, though of course
part of it may be of supreme importance regarded as an end
in itself,

The earlier French and English economists classed nearly
all the consumption of the working classes under the first
head'. They did so, partly for simplicity, and partly because
those classes were then poor in England and very poor in
France; and they inferred that the supply of labour would
correspond to changes in the effective demand for it in the
same way, though of course not quite as fast as that of
machinery would. And an answer not very different from
theirs must be given to the question with regard to the less
advanced countries even now. For throughout the greater
part of the world the working classes can afford but few
luxuries and not even many conventional necessaries; and
any increase in their earnings would result in so great an
increase of their numbers as to bring down their earnings
quickly to nearly the old level at their mere expenses of
rearing. Over a great part of the world wages are governed,
nearly after the so-called iron or brazen law, which ties them
close to the cost of rearing and sustaining a rather inefficient
class of labourers,

As regards the modern western world the answer is

1 Compare Appendix D. § 1.
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materially different; so great has been the recent advance in
knowledge and freedom, 1n vigour and wealth. and 1n the
easy access to rich distant fields for the supply of food and
raw material. But it is still tiue even 1n England today
that much the greater part of the consumption of the main
body of the population conduces to sustain hfe and vigour,
not perhaps in the most economical manner, but yet without
any great waste, Doubtless some indulgences are positively
harmful, but these are diminishing relatively to the rest;
the chief exception perhaps being that of gambling. Most
of that expenditure which is not strictly economical as a
means towards efficiency, yet helps to form habits of ready
resourceful enterprise, and gives that variety to life without
which men become dull and stagnant, and achieve little
though they may plod much, and it is well recognized that
even in western countries skilled labour is generally the
cheapest where wages are the highest It may be admitted
that the industrial development of Japan is tending to show
that some of the more expensive conventional necessaries
might conceivably be given up without a corresponding
diminution of efficiency but, though this experience may be
fruitful of far reaching results in the future, yet it has little
bearing on the past and the present It remains true that,
taking man as he is, and has been hitherto, 1n the western
world the earnings that are got by efficient labour are not
much above the lowest that are needed to cover the expenses
of rearing and training efficient workers, and of sustaining
and bringing into activity thewr full energies’.

1 On all locomotives there 1s some biass or copper work designed pmtly
for oxnament, and which could be omitted or displaced without any loss to the
efheiency of the steam engme Its amount dues in fact vary with the taste of
the officials who select the patteins tor the engines of different railnays But
1t xmght happen that custom requn ed such expenditure; that the eustom would
not yeld to axgument, and that the railway companies could not venture to
offend aganst 1t In that case, when dealing with periods duing which the
custom ruled, we should have to mclude the cost of that ornamental metal
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‘We conclude then that an increase of wages, unless earned
under unwholesome conditions, almost always increases the
strength, physical, mental and even moral of the coming
generation; and that, other things being equal, an increase
in the earnings that are to be got by labour increases its rate
of growth; or, in other words, a rise in its demand price
increases the supply of it. If the state of knowledge, and
of social and domestic habits be given; then the vigour of
the people as a whole if not their numbers, and both the
numbers and vigour of any trade in particular, may be said
to have a supply price in this sense, that there is a certain
level of the demand price which will keep them stationary;
that a higher price would cause them to increase, and that
a lower price would cause them to decrease.

Thus again we see that demand and supply exert equally
important influences on wages; neither has a claim to pre-

Twofold dominance ; any more than has either blade of a
influences pair of scissors, or either pier of an arch. Wages
of demand

and supply tend to equal the net product of labour; its
on wages. marginal productivity rules the demand price for
it; and, on the other side, wages tend to retain a close though
indirect relation with the cost of rearing, training and
sustaining the energy of efficient labour. Thus the supply-
price and the demand-price of labour tend to be equal: wages
are not governed by demand-price nor by supply-price, but
by the whole set of causes which govern demand and supply.

§ 3. To pass to the material agents of production :—We
have seen how the accumulation of capital is governed by a
great variety of causes: by custom, by habits of self-control
Thesupply  and of realizing the future, and above all by the
of capital, power of family affection : security is a necessary
condition for it, and the progress of knowledge and intelligence
work in the cost of producing & certain amount of locomotive horse-power, on
the same level with the cost of the piston itself. And there are many practical

problems, especially such as relate to periods of but moderate length, in which
conventional and real necessaries may be placed on nearly the same footing.
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* furthers it in many ways. But though it is affected by many
causes other than the rate of interest; and though the
saving of some people is but little affected by the rate of
interest, while a few who have determined to secure an
income of a certain fixed amount for themselves or their
family will save less with & high rate than with a low rate
of interest; yet a strong balance of evidence seems to rest
with the opinion that a rise in the rate of interest, or
demand-price for saving, tends to increase the volume of
saving'.

Thus then interest, being the price paid for the use of
capital in any market, tends towards a level such that the
aggregate demand for capital in that market, at 1,:0rese
that rate of interest, is equal to the aggregate g“;m:d
stock forthcoming there at that rate. If the o{:u:pﬁ.ms
market, which we are considering, is a small 8nddemand.
one—say a single town, or a single trade in a progressive
country—an increased demand for capital in it will be
promptly met by an increased supply drawn from surrounding
districts or trades. But if we are considering the whole
world, or even the whole of a large country as one market
for capital, we cannot regard the aggregate supply of it as
altered quickly and to & considerable extent by a change in
the rate of interest. For the general fund of capital is the
product of labour and waiting; and the extra work, and the
extra waiting, to which a rise in the rate of interest would
act as an incentive, would not quickly amount to much as
compared with the work and waiting, of which the total
existing stock of capital is the result. An extensive increase
in the demand for capital in general will therefore be met for
a time not so much by an increase of supply, as by a rise in
the rate of interest; which will cause capital to withdraw
itself partially from those uses in which the need for it is
least urgent. It is only slowly and gradually that the

1 See Book IV, Ch, vz, sumumarized in § 6.
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rise in the rate of interest will increase the total stock of
capital.

§ 4 We here take “Land” to include all those agents of
production which are supplied freely by nature in quantities
Landison  Jess than man needs. And land is on a different
a different footing from man himself and those agents of pro-
g:t:: 5;:::; duction which are made by man ; among which
of production. o160 jncluded improvements made by him on the
land itself. For while the supplies of all other agents of
production respond in various degrees and various ways to
the demand for their services, land makes no such response.
Thus an exceptional rise in the earnings of any class of
labour, tends to increase its numbers, or efficiency, or both;
and the increase in the supply of efficient work of that class
tends to cheapen the services which it renders to the com-
munity. If the increase is in their numbers then the rate of
earnings of each will tend downwards towards the old level.
But if the increase is in their efficiency; then, though they
will probably earn more per head than before, the gain to
them will come from an increased national dividend, and will
not be at the expense of other agents of production. And the
same is true as regards capital : but it is not true as regards
land. While therefore the value of land, in common with the
values of other agents of production, is subject to those
influences which were discussed towards the end of the pre-
ceding chapter; it is not subject to those which have been
brought into the reckoning in the present discussion.

§ 5. To conclude this stage of our argument:—The net
aggregate of all the commodities produced is itself the true
source from which flow the demand prices for all these com-
modities, and therefore for the agents of production used
in making them. Or, to put the same thing in another way,
this national dividend is at once the aggregate net product of,
and the sole source of payment for, all the agents of pro-
duction within the country: it is divided up into earnings of
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labour ; interest of capital; and lastly the producer’s surplus,
or rent, of land. It constitutes the whole of Ty carnings
them, and the whole of it is distributed among :f::‘l:s“;_'"ﬂ
them; and the larger it is, the larger, other pfoduc_gon,
things bein.g e(!ua.l', will be the share of ea.ch- of :::;_"dn‘l"‘jz‘i‘;_l
them. It is distributed among them, speaking services,

generally, in proportion to the need which people ::}g‘;‘::lme
have for their several services—i.e. not the fotul dividend
need, but the marginal need. By this is meant the need at
that point, at which people are indifferent whether they
purchase a little more of the services (or the fruits of the
services) of one agent, or devote further resources to purchasing
the services (or the fruits of the services) of other agents.

Other things being equal, each agent is likely to increase
the faster, the larger the share which it gets, unless indeed
it is not capable of being increased at all. But every such
increase will do something towards filling up the more urgent
needs for that agent; and will thus lessen the marginal need
for it, and lower the price at which it can find a market.
That is to say, an Increase in the proportionate share, or rate
of remuneration, of any agent is likely to bring into play
forces, that will reduce that share, and leave a larger pro-
portionato share of the dividend to be shared among others.
This reflex action may be slow. But, if there is no violent
change in the arts of production or in the general economic
condition of society, the supply of each agent will be closely
governed by its cost of production: account being taken of
those conventional necessaries, which constantly expand as
the growing richness of the national income yields to one
class after another an increasing surplus above the mere
necessaries for efficiency.

§ 6. In studying the influence which increased efficiency
and increased earnings in one trade exert on the condition of
others we may start from the general fact that, other things
being equal, the larger the supply of any agent of production,



254 BOOK VI CH, 1. § 6, 7.

the further will it have to push its way into uses for which
Increaseof it is not specially fitted ; the lower will be the
by ent demand price with which it will have to be con-
mostothers.  tented in those uses in which its employment is
on the verge or margin of not being found profitable ; and, in
so far as competition equalizes the price which it gets in all
uses, this price will be its price for all uses. The extra pro-
duction resulting from the increase in that agent of production
will go to swell the national dividend, and other agents of
production will benefit thereby: but that agent itself will
have to submit to a lower rate of pay.

For instance, if without any other change, capital in-
creases fast, the rate of interest must fall; if without any
other change, the number of those ready to do any particular
kind of labour increases, their wages must fall. In either case
there will result an increased production, and an increased
national dividend: in either case the loss of one agent of
production must result in a gain to others; but not neces-
sarily to all others. Thus an opening up of rich quaries of
slate or an increase in numbers or efficiency of quarrymen,
would tend to improve the houses of all classes ; and it would
tend to increase the demand for bricklayers’ and carpenters’
labour, and raise their wages. But it would injure the makers
of roofing tiles as producers of building materials, more than
it benefited them as consumers, The increase in the supply
of this one agent increases the demand for many others by a
little, and for some others by much ; but for some it lessens
the demand.

§7. Now we know that the wages of any worker, say for
instance a shoemaker, tend to be equal to the net product of
his labour: and that since the wages of all workers in the
Dependence same grade tend to be equal to one another,
:ﬁz‘ézfeﬁ’:y therefore in a state of equilibrium every worker
of labour. will be able with the earnings of a hundred days’
labour to buy the net products of a hundred days’ labour
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of other workers in the same grade with himself: he may
select them in whatever way he chooses, 80 as to make up
that aggregate sum,

If the normal earnings of workers in another grade are
half as high again as his own, the shoemaker must spend
three days’ wages in order to get the net product of two days’
labour of a worker in that grade ; and so in proportion.

Thus, other things being equal, every increase in the net
efficiency of labour in any trade, including his own, will raise
in the same proportion the real value of that part of his
wages which the shoemaker spends on the products of that
trade; and other things being equal, the level of the real
wages of the shoemaker depends directly on the average
efficiency of the many various industries, including his own,
which produce those things on which he spends his wages.
If any trade rejects an improvement by which its efficiency
could be increased ten per cent., it inflicts on the shoemaker
an injury measured by ten per cent. of that part of his wages
which he spends on the products of that trade. But an
increased efficiency on the part of workers, whose products
compete with his own, may injure him temporarily at least,
especially if he is not himself a consumer of those products.

Again, the shoemaker will gain by anything that changes
the relative positions of different grades in such a way as to
raise his grade relatively to others. He will gain by an in-
crease of medical men whose aid he occasionally .
needs. And he will gain more if those grades between
which are occupied chiefly with the tasks of 8™de
managing business, whether manufacturing, trading, or any
other, receive a great influx from other grades: for then
the earnings of management will be lowered permanently
relatively to the earnings of manual work, there will be a
rise in the net product of every kind of manual labour; and,
other things being equal, the shoemaker will get more of
every commodity on which he spends those wages that repre-
sent his owr net product.



256 BOOK VL cH. I § 8, 9, 10,

§ 8. The process of substitution, of which we have been
discussing the tendencies, is one form of competition; and
it may be well to insist again that we do not assume that
competition is perfect. Perfect competition requires a perfect
Knowledge knowledge of the state of the market; and
and freedom  though no great departure from the actual facts
ofcompetition of life is involved in assuming this knowledge
assumedto  on the part of dealers when we are considering
be perfect. the course of business in Lombard Street, the
Stock Exchange, or in a wholesale Produce Market ; it would
be altogether unreasonable to make this assumption when we
are examining the causes that govern the supply of labour
in any of the lower grades of industry. For if a man had
sufficient ability to know everything about the market for
his labour, he would have too much to remain long in a low
grade. The older economists, in constant contact as they
were with the actual facts of business life, must have known
this well enough; but they sometimes seemed to imply that
they did assume this perfect knowledge.

It is therefore specially important to insist that we do
not assume the members of any industrial group to be endowed
with more ability and forethought, or to be governed by
motives other than those which are in fact normal to, and
would be attributed by every well-informed person to, the
members of that group; account being taken of the general
conditions of time and place. There may be a good deal of
wayward and impulsive action, sordid and noble motives
may mingle their threads together ; but there is a constant
tendency for each man to select such occupations for himself
and his children as seem to him on the whole the most
advantageous of those which are within the range of his
resources, and of the efforts which he is able and willing to
make in order to reach them.

§ 9. The last group of questions, which still remain to
be discussed, is concerned with the relation of capital in
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general to wages in general. It is obvious that though capital
in general is constantly competing with labour Relations
for the field of employment in particular trades; ofSapital
yet since capital itself is the embodiment of ingeneral.
labour as well as of waiting, the competition is really be-
tween some kinds of labour aided by a good deal of waiting,
and other kinds of labour aided by less waiting. On the one
side, for instance, are many who make shoes by hand, and a
very few who make awls and other simple implements, aided
by a little waiting; on the other are a relatively small
number who work powerful sewing-machines which were
made by engineers, aided by a good deal of waiting. There
is & real and effective competition between labour in general
and waiting in general. But it covers a small part of the
whole field, and is of small importance relatively to the
benefits which labour derives from obtaining cheaply the
aid of capital, and therefore of eflicient methods in the
production of things that it needs.

For speaking generally, an increase in the power and the
willingness to save will cause the services of waiting to be
pushed constantly further ; and will prevent it from obtaining
employment at as high a rate of interest as before. That is,
the rate of interest will constantly fall, unless indeed invention
opens new advantageous uses of roundabout methods of pro-
duction. But this growth of capital will increase the national
dividend ; open out new and rich fields for the employment of
labour in other directions ; and will thus more than compensate
for the partial displacement of the services of labour by those
of waiting.

§ 10. TItisto be understood that the share of the national
dividend, which any particular industrial class re- .

N . ) arnings of
ceives during the year, consists either of things labourin
that were made during the year, or of the equi- :f;::‘:;;"

. valents of those things. For many of the things madeby
. - . capital.
made, or partly made, during the year will remain
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in the possession of employers and other capitalists, and be
added to the stock of capital; while in return the employers,
directly or indirectly, band over to the working classes some
things that had been made in previous years'.

Thus finally, capital in general and labour in general
co-operate in the production of the national dividend, and
draw from it their earnings in the measure of their respective
(marginal) efficiencies. Their mutual dependence is of the
closest ; capital without labour is dead ; the labourer without
the aid of his own or someone else’s capital would not long be
alive. "Where labour is energetic, capital reaps a high reward
and grows apace; and, thanks to capital and knowledge, the
ordinary labourer in the western world is in many respects
better fed, clothed and even housed than were princes in
earlier times. The co-operation of capital and labour is as
essential as that of the spinner of yarn and the weaver of
cloth: there is a little priority on the part of the spinner;
bub that gives him no preeminence. The prosperity of each
is bound up with the strength and activity of the other;
though each may gain temporarily, if not permanently, a
somewhat larger share of the national dividend at the expense
of the other.

In the modern world, the employer, who may have but
little capital of his own, acts as the boss of the great
industrial wheel. The interests of owners of capital and
of workers radiate towards him and from him: and he
holds them all together in a firm grip. He will therefore
take a predominant place in those discussions of fluctuations
of employment and of wages, which are deferred to the
second volume of this treatise; and a prominent, though
not predominant, place in those discussions of the secondary
features in the mode of action of demand and supply peculiar
to labour, capital and land respectively, which will occupy the
next eight chapters.

1 As fo the so-called Wages-Fund doctrine, see Appendix D § 2.



CHAPTER IIL
EARNINGS OF LABOUR.

§ 1. Wg have now to apply the general reasonings of
Book V. and of the first two chapters of the present geqpe of the
Book to the special proble.ms cff Earnings, l?roﬁts, l:;:lallllto;:iz
and Rent; and to examine in more detail how seven
different kinds of Labour, Capital, and Natural Chapters.
Agents earn their several shares of the national dividend.
The present chapter is devoted to methods of reckoning
earnings. It is mainly a question of arithmetic or book-
keeping : but it is not unimportant’,

When watching the action of demand and supply with
regard to a material commodity, we are constantly met by the
difficulty that two things which are being sold under the same
name in the same market, are really not of the same quality
and not of the same value to the purchasers. Or, if the
things are really alike, they may be sold even in the face of
the keenest competition at prices which are nominally dif-
ferent, because the conditions of sale are not the same: for
instance, a part of the expense or risk of delivery which is
borne in the one case by the seller may in the other be
transferred to the buyer. But difficulties of this kind are
much greater in the case of labour than of material commodi-
ties: the true price that is paid for labour often differs widely,
and in ways that are not easily traced, from that which is
nominally paid.

1 On tha subject of this chapter compare Bchloss' Methods of Industrial
Remuneration,
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The earnings (or wages) which a person gets in any given
time, such as a day, a week, or a year, may be called his
Time- Time-earnings (or Time-wages) : and we may then
earnings. regard competition, or to speak more exactly,
economic freedom and enterprise, as tending to make Time-
earnings in occupations of equal difficulty and in neighbouring
places (not equal, but) proportionate to the efficiency of the
workers.

But this phrase, ““ the efficiency of the workers,” has some
Paymentby ambiguity. When the payment for work of any
Piece-work.  kind is apportioned to the quantity and quality
of the work turned out, it is said that uniform rates of
P1ECE-wORK wages are being paid ; and if two persons work
under the same conditions and with equally good appliances,
they are paid in proportion to their efficiencies when they
receive piece-work wages calculated by the same lists of prices
for each several kind of work. If however the appliances are
not equally good, a uniform rate of piece-work wages gives
results disproportionate to the efficiency of the workers. If,
for instance, the same lists of piece-work wages were used in
Lancashire Cotton Mills supplied with old-fashioned machinery,
as in those which have the latest improvements, the apparent
equality would represent a real inequality. The more effective
competition is, and the more perfectly economic freedom and
enterprise are developed, the more surely will the lists be
higher in the mills that have old-fashioned machinery than in
the others.

In order therefore to give its right meaning to the state-
ment that economic freedom and enterprise tend to equalize
wages in occupations of the same difficulty and in the same
neighbourhood, we require the use of a new term; and we
may find it in Efficiency-wages, or more broadly ZLfficiency-

Efficiency- earnings ; that is, earnings measured, not as
earnings. Time-earnings are with reference to the time

spent in earning them; and not as piece-work earnings are
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with reference to the amount of output resulting from the
work by which they are earned; but with reference to the
severity of the task which was imposed on the worker; or, to
get at the same result by another route, the exertion of
ability and efficiency required of him. For competition tends
to make the earnings got by two individuals of unequal effi-
ciency in any given time, say, a day or a year, not equal,
but unequal; and, in like manner, it tends not to equalise,
but to render unequal the average weekly wages in two
districts in which the average standards of efficiency are
unequal, Given that the average strength and energy of the
working-classes are higher in the North of England than in
the South, it then follows that the more completely *compe-
tition makes things find their own level,” the more certain is
it that average weekly wages will be higher in the North than
in the South.

The tendency then of economic freedom and enterprise
(or in more common phrase, of competition) to cause every
one’s earnings to find their own level, is a tendency to
equality of Kfficiency-earnings in the same district. This
tendency will be the stronger, the greater is the mobility of
labour, the less strictly specialised it is, the more keenly
parents are on the look out for the most advantageous occu-
pations for their children, the more rapidly they are able to
adapt themselves to changes in economic conditions, and
lastly the slower and the less violent these changes are.

This statement of the law is, however, still subject to a
slight correction. For we have hitherto supposed Low-waged
that it is a matter of indifference to the employer :.:?f;“;,‘:,ﬁ?e'
whether he employs few or many people to do a :‘)’;’e‘::fv with
piece of work provided his total wages-bill for machinery.
the work is the same. But that is not the case. Those
workers who earn most in a week when paid at a given rate
for their work, are those who are cheapest to their employers
(and ultimately to the community, unless indeed they over-
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strain themselves, and work themselves out prematurely),
For they use only the same amount of fixed capital as their
slower fellow workers ; and, since they turn out more work,
each part of it has to bear a less charge on this account. The
Prime costs are equal in the two cases; but the Total cost of
that done by those who are more efficient, and get the higher
Time-wages, is lower than that done by these who get the
lower Time-wages at the same rate of piece-work payment.

This point is seldom of much importance in out-of-door
work, where there is abundance of room, and comparatively
little use of expensive machinery; for then, except in the
matter of superintendence, it makes very little difference to
the employer, whose wages-bill for a certain piece of work is
£100, whether that sum is divided between twenty efficient
or thirty inefficient workers. But when expensive machinery
is used which has to be proportioned to the number of
workers, the employer would often find the total cost of his
goods lowered if he could get twenty men to turn out for
a wages-bill of £50 as much work as he had previously got
done by thirty men for a wages-hill of £40. Tn all matters
of this kind the leadership of the world lies with America,
and it is not an uncommon saying there that he is the best
business man who contrives to pay the highest wages.

The corrected law then stands that the tendency of eco-
nomic freedom and enterprise is generally to equalize efficiency-
earnings in the same district: but where much expensive fixed
capital is used, it would be to the advantage of the employer
to raise the Time-earnings of the more efficient workers more
than in proportion to their efficiency.

Of course this tendency is liable to be opposed by special
customs and institutions, and, in some cases, by trades-union
regulations,

§ 2. Thus much with regard to estimates of the work for
which the earnings arve given: but next we have to consider
more carefully the facts, that in estimating the real earnings
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of an occupation account must be taken of many things
besides its money receipts, and that on the other side of the
account we must reckon for many incidental disadvantages
besides those directly involved in the strain and stress of
the work.

As Adam Smith says, “the Real wages of labour may be
said to consist in the quantity of the necessaries

. : . . ges

and conveniences of life that are given for it; and Nominal
its Nominal wages in the quantity of money...... wages.
The labourer is rich or poor, is well or ill rewarded, in pro-
portion to the real, not to the nominal, wages of his labour'.”
But the words “that are given for it” must not be taken to
apply only to the necessaries and cunveniences that are directly
provided by the purchaser of the labour or its products; for
account must be taken also of the advantages which are
attached to the occupation, and require no special outlay on
his part.

In endeavouring to ascertain the Real wages of an occu.
pation at any place ov time, the first step is to allow for
variations in the purchasing power of the money in which
Nominal wages are returned; and especially we must take
account of those things on which the class of labour in question
spends most of its wages. For instance, the prices of velvet,
of operatic entertainments and scientific books are not very
important to the lower ranks of industry: but & fall in the
price of bread or of shoe leather affects them much more
than it does the higher ranks.

Next, allowance must be made for all trade expenses. Thus
from the barrister’s gross income we must deduct the rent of
his office and the salary of his clerk: from the carpenter’s
gross income we must deduct the expenses which he incurs for
tools; and when estimating the earnings of quarrymen in any
district we must find out whether local custum assigns the

1 Wealth of Nations, Book 1. Ch. v,
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expenses of tools and blasting powder to them or their em
ployers And on the other hand we must rechon 1n all the
allowances, and privileges, such as those of a cottage 1ent
fiee or at 4 low 1ent, and of cowse fiec boud and lodging
when they ame given'

§3 Next we have to take account of the influences
Uncertanty  €Xxerted on the 1eal 1ate of earnings 1n an occup:
of success tion by the uncertainty of success and the m
constaney of occupation 1n 1t

We should obviously start by takmg the earmmngs of an
occupation as the average between those of the successful
and unsuccessful members of 1t, taking care to get the tiue
average” We thus obviate the necessity of making any
sepatate allowance for inswiance against 15k, but account
remains to be taken of the evil of uncertainty  For there ue
many people of a sober steady going temper, who like to
know what 15 before them, and who would far rather have an
appuintment which offered a certain imcome of say £400 a
year than one which was not unhhely to yield £600, but had
an equal chance of affording only £200 Uncettainty, theie
fore, which does not appeal to great ambitions and lofty
aspirations, has special attiactions for very few , while 1t acts
as a deterrent to many of those who are making then chowe
of a career  And as a 1ule the certainty of moderate success
attracts more than an expectation of an uncertain success that
has an equal actuanal value

But on the other hand, if an uvccupation offers 2 few

1 They should be counted at their value to those who receive them, not at
their cost to those who give them Tius point and the evils of the Thuch
system are dwelt on mn Principles VI mx 5

2 If the average earmings of those who are snecessful are £2000 a yem, and
of those who are unsuccessful are £100 & year the average of the whole will
be £1200 a year 1if the former group 18 a3 laige as the latter, but if asis
perhaps the case with bainsters, the unsuceessful are ten times as numerons
as the successful, the true average 13 but £370 And fuither, many of those
who have failed most completcly are likely to have lett the occupation
altogether, and thus to escape being counted
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extremely high prizes, its attractiveness is increased out of
all proportion to their aggregate value. For this there are
two reasons. The first is that young men of an adventurous
disposition are more attracted by the prospects of great suc-
cess than they are deterred by the fear of failure; and the
second is that the social rank of an occupation depends more
on the highest dignity and the best position which can be
attained through it than on the average good fortune of thase
engaged in it.

‘We may next consider the influence which inconstancy of
employment exerts on wages. 1t is obvious that jreguarity of
in thuse occupations, in which employment is employment.
irregular, the pay must be high in proportion to the work
done: the medical man and the shoeblack must each receive
when ab work a pay which covers a sort of retaining fee for
the time when he has nothing to do. If the advantages of
their occupations are in other respects equal, and their work
equally difficult, the bricklayer when at work must be paid a
higher rate than the juiner, and the joiner than the railway
guard. For work un the railways is nearly constant all the
year round; while the joiner and the bricklayer are always in
danger of being made idle by slackness of trade, and the
bricklayer's work in further interrupted by frust and rain,
The ordinary method of allowing for such interruptions is to
add up the earnings for a long period of time and to take the
average of them; but this is not quite satisfactory unless we
assume that the rest and leisuve, which a man gets when out
of employment, are of no service to him directly or indirectly.

Next we must take account of the opportunities which a
man’s surroundings may afford of supplementing Supple-
the earnings which he gets in his chief occupa- mentary
tion, by doing work of other kinds. And ac- S%™"€%
count may need to be taken also of the opportunities which
these surroundings offer for the work of other members of his
family.
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§4. Thus then the attractiveness of a trade depends on
The attrac.  TADY other causes besides the difficulty and
tivenessofa  strain of the work to be done in it on the one
:":t":nd;t‘;ends hand, and the money-earnings to be got in it on
money-earn-  the other. And when the earnings in any occu-
i,gf:':;_ tits pation are regarded as acting on the supply of
vantages; labour in it, or when they are spoken of as being
its supply price, we must understand that the term Earnings
is only used as a short expression for its Aet Advantages. We
must take account of the facls that one trade is healthier or
cleanlier than another, that it is carried on in a more whole-
some ot pleasant locality, or that it involves a better social
position; as is instanced by Adam Smith’s well-known remark
that the aversion which many people have for the work of a
butcher, and to some extent fur the butcher himself, raises
the earnings of butchers above those of bakers.

Of course individual character will always assert itself in
subject to dif-  €stimating particular advantages at a high or a
ferencesof  Jow rate. Some persons for instance are so fond
::,::l:,c::;?_e' of having a cottage to themselves that they prefer
viduals, living on very low wages in the country to
getting much higher wages in the town; while others are in-
different as to the amount of house-rvom they get, and are
willing to go without the cumforts of life provided they can
procure what they regard as its luxuries. Personal peculi-
arities, such as these, prevent us from predicting with cer-
tainty the conduct of particular individuals. DBut if each
advantage and disadvantage is reckoned at the average of the
money vulues it has for the class of people who would be
likely to enter an occupation, or to bring up their children to
it, we shall have the means of estimating roughly the relative
strengths of the forces that tend to increase or diminish the
supply of labour in that occupation at the time and place which
we are considering. For it cannot be too often repeated that
grave errors are likely tu result from taking over an estimate
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of this kind based on the circumstances of one time and place,
and applying it without proper precaution to those of another
time or another place.

Lastly, the disagreeableness of work seems to have very
little effect in raising wages, if it is of such o _ =
kind that it can be done by those whose indus- industrial
trial abilities are of u very low order. For the grades.
progress of sunitary science has kept alive many people who
are unfit for any but the lowest grade of work. They compete
engerly for the comparatively small quantity of work for
which they ave fitted, and in their urgent need they think
almost exclusively of the wages they can earn: they cannot
afford to pay much attention to incidental discomforts and
indeed the influence of their surroundings has prepared many
of them to regard the dirtiness of an occupation as an evil of
but minor importance,

And from this arises the strange and paradoxical resulf
that the dirtiness of some occupations is a cause aqevnt
of the lowness of the wages earned in them, Fop  paradox.
employers find that this dirtiness adds much to the wages
they would have to pay to get the work done by skilled men
of high character working with improved appliances; and so
they often adhere to old methods which require only unskilled
workers of but indifferent character, and who can be hired for
low (Time-) wages, because they are not worth much to any
employer. There is no more urgent social need than that
labour of this kind should Lie made scarce and dear.
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CHAPTER 1IV.

EARNINGS OF LABOUR, CONTINUED.

§ 1. 1~ the last chapter we discussed the difficulties of as-
Many peculi- certaining the real as opposed to the nominal price
aritiesidthe  of labour. But now we have to study some peculi-
demandand  grities in the action of the forces of demand and
supply with . .
regard tola-  supply with regard to labour which are of a more
bour are <t vital character ; since they affect not merely the
theireffects.  form, but also the substance of that action.

We shall find that the influence of many of these pecu-
liarities is not at all to be measured by their first and most
obvious effects. For flaws in the industrial arrangements of
society may be divided into two clusses acoording as their
effects are, or are not cumulatice ; that is as they do or do
not end with the evil by which they were caused, and do or
do not have the indirect effect of lowering the character of
the workers or of hindering it from becoming stronger. For
these last cause further weakness and further suffering, which
again in their turn cause yet further weakness and further
suffering, and so on cumulatively; and conversely, high earn-
ings, and a strong character, lead to greater strength and
higher earnings, which again lead to still greater strength and
still higher earnings, and so on cumulatively?.

1 There iy a similar distinction between the cumalative and non-cumnulative
effects of enstom.
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§ 2. The first point Lo which we have to direct our
attention is the fact that human agents of pro- First peculi-
duction are not hought and sold as machinery 2rity: the o
and other material agents of production are, his work, but:
The worker sells his work, but he himself remains ;:‘,:;"j,‘;,’,",;_
his own property : those who bear the expenses self-
of rearing and educating him receive but very little of the
price that is paid for his services in later years.

‘Whatever deficiencies the modern methods of business
may have, they have at least this virtue, that he ¢opgequently
who bears the expenses of production of material the investment

. . . . of capital in
goods, receives the price that is paid for them. nim is limited
He who builds factories or stcam-engines or Y the means,
houses, or rears slaves, reaps the benefit of all thought, and

: s the unselfish-
net services which they render so long as he pegsofhis
keeps them for himself ; and when he sells them parents.
he gets a price which is the estimated net value of their .
future services. The stronger and thc more efficient he makes
them, the better his reward; and therefore he extends his
outlay until there seems to him no good reason for thinking
that the gains resulting from any further investment would
compensate him. Dut the investment of capital in the rearing
and early training of the workers of England is limited by
the resources of parents in the various grades of society, by
their power of forecasting the future, and by their willingness
to sacrifice themselves for the sake of their children.

This evil is indeed of comparatively small importance with
regard to the higher industrial grades. For in those grades
most people distinctly realize the future, and “discount it ab
a low rate of interest.” They exert themselves much to
select the best careers for their suns, and the best trainings
for those careers ; and they are generally willing and able to
incur a considerable expense for-the purpose. The profes-
sional classes especially, while generally eager to save some
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capital for their children, are even more on the alert for
opportunities of investing it 4% them. And whencver there
occurs in the upper grades of industry a new opening for
which an extra and special education is required, the future
gains need not be very high relatively to the present outlay,
in order to secure a keen competition for the post,

But in the lower ranks of society the evil is great. For
Disadvantages the slender means and education of the parents,
of ;‘;’Jf ™% and the comparative weakness of their power of
parents. distinctly realizing the future, prevent them from
investing capital in the education and training of their
children with the same frec and bold enterprise with which
capital is applied to improving the machinery of any well-
managed factory. Many of the children of the working-
classes are imperfectly fed and clothed ; they are housed in a
way that promotes neither physical nor moral health ; they
receive a school education which, though in modern England
it may not be very bad so far as it goes, yet goes only a little
way ; they have few opportunities of getting a hroader view
of life or an insight into the nature of the higher work of
business, of science or of art; they meet hard and exhausting
toil early on the way, and for the greater part keep to it all
their lives. At last they go to the grave carrying with them
undeveloped abilities and faculties ; which, if they could have
borne full fruit, would have added to the material wealth of
the country—to say nothing of higher considerations—many
times as much as would have covered the expense of providing
adequate opportunitics for their development.

But the point on which we have specially to insist now is
Thisevitis  bthat this evil is cumulative. The worse fed are
cumulative.  ghe children of one generation, the less will they
earn when they grow up, and the less will be their power of
providing adequately for the material wants of their children;
and so on: and again, the less fully their own faculties are
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developed, the less will they realize the importance of develop-
ing the best faculties of their children, and the less will be
their power of doing so. And conversely any change that
awards to the workers of onc generation better earnings,
together with hetter opportunities of developing their best
qualities, will increase the matorial and moral advantages
which they have the power to offer to their children: while
by increasing their own intelligence, wisdom and forethought,
it will also to some extent incrcase their willingness to
sacrifice their own pleasures for the well-being of their
children ; though there is much of that willingness now even
among the poorest classes, so far as their means and the limits
of their knowledge will allow.

§ 3. The advantages which those born in one of the
higher grades of sociely have over those born
in a lower, consist in a great measure of the
better introductions and the better start in life which they re-
ceive from their parents. But the importance of this good start
in life is nowhere seen more clearly than in a comparison of
the fortunes of the sons of artisans and of unskilled labourers.

There are not many skilled trades to which the son of an
unskilled labourer can get easy access; and in o .
the large majority of cases the sun follows the artisansand
father’s calling. In the old-fashioned domestic of labourers.
industries this was almost a universal rule ; and, even under
modern conditions, the father has often great facilities for
introducing his son to his own trade.

But the son of the artisan has further advantages. He
generally lives in a better and cleaner house, and under
material surroundings that are more consistent with refine-
ment than those with which the ordinary labourer is familiar.
His parents are likely to be better educated, and to have a
higher notion of their duties to their children ; and, last but
not least, his mother is likely to be able to give more of her
time to the care of her family.

Start in life.
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If we compare one country of the civilized world with
another, or one part of England with another, or one trade in
England with another, we find that the degradation of the
working-classes varies almost uniformly with the amount of
rough work done by women. The most valuable of all capital
is that invested in human beings; and of that capital the
most precious part is the result of the care and influence of
the mother, so long as she retains her tender and unselfish
instinets, and has not been hardened by the strain and stress
of unfeminine work.

§ 4. As the youth grows up, the influence of his parents
and his schoolmaster declines ; and thenceforward to the end
of his life his character is moulded chiefly by the nature of
his work and the influence of those with whom he associates
for business, for pleasure and for religious worship.

Something has already been said of the technical training
The technical O 2dults, of the decadence of the old apprentice-
training of the ship system, and of the difficulty of finding any-
‘;‘:::‘,‘:': 4 thing to take its place. Here again we meet the
great measure difficulty that whoever may incur the expense of
selfishness of investing capital in developing the abilities of the
the employer.  workman, those abilities will be the property of
the workman himself: and thus the virtue of those who have
aided him must remain for the greater part its own reward.

Tt is true that high-paid labour is really cheap to thote
employers who are aiming at leading the race, and whose
ambition it is to turn out the best work by the most advanced
methods. They are likely to give their men high wages and
to train them carefully; partly because it pays them to do
so, and partly because the character that fits them to take
the lead in the arts of production is likely also to make them
take a generous interest in the well-being of those who work
for them. But though the number of such employers is
increasing, they are still comparatively few.

Again, in paying his workpeople high wages and in caring
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for their happiness and culture, the liberal employer confers
benefits which do not end with his own genera- [, pencitsare
tion. For the children of his workpeuple share cumulative,

: . butaccrueonly
in them, and grow up stronger in hody and jin part to him
in character than otherwise they would have °F isheirs.
done. The price which he has paid for labour will have borne
the expenses of production of an increased supply of high
industrial faculties in the next generation: but these faculties
will be the property of others, who will have the right to hire
thera out for the best price they will fetch: neither he nor
even his heirs can reckon on reaping much material reward
for this part of the good that he has done.

§ 5. The next of those characteristics of the action of
demand and supply peculiar 1o labour, which we econd
have to study, lies in the fact that when a person peculiarity.
sells his services, he has to present himself where ;1; l“; ::l:;:tf
they are delivered. It matters nothing to the deliver it him-
seller of bricks whether they are to be used in self
building a palace or a sewer: but it matters a great deal to
the seller of labour, who undertakes to perform a task of
given ditficulty, whether or not the place in which it is to
be done is a wholesome and a pleasant one, and whether or
not his associates will be such as he cares to have. In those
yearly hirings which still remain in some parts of England,
the labourer inquires what sort of a temper his new employer
has, quite as carefully as what rate of wages he pays.

This peculiarity of labour is of great importance in many
individual cases, but it does not often exert a The effects of
broad and deep influence of the same nature as :;i:e::';l;‘“
that last discussed. The more disagreeable the cumulative.
incidents of an occupation, the higher of course are the wages
required to attract people into it : but whether these incidents
do lasting and wide-spreading harnr depends on whether they
are such as to undermine men’s physical health and strength
or to lower their character. "When they are not of this sort,

M, 10
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they are indeed evils in themselves, hut they do not generally
cause other evils beyond themselves ; their effects are seldom
cumulative.

Since however no one can deliver his labour in a market
in which he is not himself present, it follows that the mobility
of labour and the mobility of the lahourer are convertible
terms: and the unwillingness to quit home, and to leave old
agsociations, including perhaps some loved cottage and burial-
ground, will often turn the scale against a proposal to seek
better wages in a new place. And when the different memn-
bers of a family are engaged in different trades, and a migra-
tion, which would be advantageons to one member, would he
injurious to others, the inseparubility of the worker from his
work considerably hinders the adjustment of the supply of
labour to the demand for it.

§ 6. Again, labour is often sold under special disadvan-
tages, arising from the closely counected group of

i d . .

zﬁ;‘:},;’;w_ facts that labour power is “perishable,” that the
liarities, sellers of it are commonly puor and have no re-
Labour is

perishable and serve fund, and that they cannot easily withihold
the ’:flt':;s :f i: it from the market. Perishableness is an attri-
disadvantage bute common to the labour of all grades: the
n bArEAINIRE-  time lost when a worker is thrown out of employ-
ment cannot he recovered, though in some cases his energics
way be refreshed by rest'.

The want of reserve funds and of the power of long with-
holding their labour from the market is common to nearly
all grades of those whose work is chiefly with their hands.
But it is especially true of unskilled lahourers, partly because
their wages leave very little margin for saving, partly because
when any group of them suspends work, there are large
numbers who are capable of filling their places. And, as we
shall see presently when we come to discuss trade combina-
tions, it is more diflicult for them than for skilled artisans to

1 Sce above, Ch. 11, § 3.
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» form themselves into strong and lasting combinations ; and
50 to put themselves on something like terms of equality in
bargaining with their employers. For it must be remem-
bered that a man who employs a thousand others, is in himself
an ahsolutely rigid combination to the extent of one thousand
units among buyers in the labour market. But these state-
ments do not apply tv all kinds of labowr. Domestic servants
though they have not large reserve funds, and scldom any
formal trades-union, are sometimes better able than their
employers to act in concert’.

Turning next to the highest grades of industry, we find
that as a rule they have the advantage in bargaining over
the purchaser of theiv labour. Many of the professional
classes are richer, have larger rescrve funds, more knowledge
and resolution, and much greater power of concerted action,
with regard to the terms on which they sell their scrvices,
than the greater number of their clients and customers®,

It is however certain that manual labourers as a class
are at a disadvantage in bargnining; and that ppisiast evit
the disndvantage wherever it exists is likely to be is cumulative.

1 The total real wages of the domestic servants of fashionable London are
very high in comparisou with those of other trades in which equal skill and
ability are required. But those domestic servants who have no specialized
skill, and who hire themsclves to persons with very narrow means, have not,
been able to make even tolerably goud tertus for themselves: they work very
hard for very low wages.

2 If further evidence were wanted that the disadvantages of bargaining
ander which the vendor of labour commouly soffers, depend on his own
circamstances and qualities, and not on the fuct that tho particular thing
which he has to sell is Inbour ; such evidence could be found by comparing the
successful barrister or solicitor or physiciun, or opera singer or jockey with
the poorer independeut producers of vendible goods. Those, for instance,
who in remote places collect shell-fish to be sold in the large central markets,
have little reserve funds or knowledge of the world, and of what other
producers are doing in other purts of the country: while those to whowm they
sell, are & small and compact boidy of wholesale dealers with wide knowledge
and Jarge reserve funds; and in consequence the sellers are at a great disad-
vantage in bargaining. And mucl: the same is true of the women and children
who sell hand-made lace, and of the garret masters of East London who sell
furniture to large and powerful dealers.
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cumulative in its effects. For though, so long as there is any -
competition among employers at all, they are likely to bid for
labour something not very much less than its real value to
them, that is, something not very much less than the highest
price they would pay rather than go on without it ; yet any-
thing that lowers wages tends to lower the efficiency of the
labourer’s work, and therefore to lower the price which the
employer would rather pay than go without that work. The
effects of the labourer’s disadvantage in bargaining are there-
fore cumulative in two ways. It lowers his wages; and as we
have seen, this lowers his efficiency as a worker, and thereby
lowers the normal value of his labour. And in addition it
diminishes his efliciency as a bargainer, and thus increases the
chance that he will sell his labour for less than its normal
value.
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CHAPTER V.

EARNINGS OF LABOUR, CONTINUED.

§ 1. TuE next peculiarity in the action of demand and
supply with regard to labour, which we have to gyq, peculi-
consider, is closely connected with some of those arity. Slow-

- . . ness of growth
we have already discussed. It consists in the ofnewsupplies
length of time that is required to prepare and ©f!abour.
train labour for its work, and in the slowness of the returns
which result from this training.

Not much less than a generation elapses between the choice
by parents of a skilled trade for one of their pifculty of
children, and his reaping the full results of their ;ﬁ::i:s:}“g the
choice. And meanwhile the character of the trades.
trade may have been almost revolutionized by changes, of
which some probably threw long shadows before them, but
others were such as could not have been foreseen even by the
shrewdest persons and those best acquainted with tho circum-
stances of the trade.

The working classes in nearly all parts of England are
consuantly on the luook-out for advantageous openings for the
labour of themselves and their children; and they are eager
to learn from friends and relations who have settled in other
districts everything that they can as to the wages that are
to be got in other trades. It is astonishing with what assiduity
and sagacity many of them pursue their inquiries, not unly as
to the money wages to be obtained in a trade, but also as to
all those incidental advantages and disadvantages which have
been discussed in the last chapter but one. But it is very
difficult to ascertain the causes that are likely to determine
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the distant future of the trades which they are selecting for .
their children; and there are not many who enter on this
abstruse inquiry. The majority assume without a further
thought that the condition of each trade in their own time
sufficiently indicates what it will be in the future ; and, so far
as the influence of this habit extends, the supply of labour in
a trade in any one generation tends to conform to its enrnings
not in that but in the preceding generation.

Again, some parents, observing that the earnings in one
trade have bLeen for sume years rising relatively to others
in the same grade, assume that the course of change is likely
to continue in the same direction. But it often happens
that the previous rise was due Lo temporary causes, and that,
even if there had been no exceptional influx of labour into
the trade, the rise would have been followed hy a fall instead
of a further rise: and, if there is such an exceptional influx,
the consequence may be a supply of labour so excessive, that
its earnings remain below their normal level for many years.

§ 2. But we must not omit to notice those adjustments of
the supply of labour to the demand for it, which are effected
by movements of adults from one trade to another, one grade
The move. 0 another, and one place to another. The move-
ments of adult ments from one grade tv another can seldom he
labour, on a very large scale; although it is true that
exceptional opportunities may sometimes dovelop rapidly a
great deal of latent ability among the lower grades. Thus,
for instance, the sudden vpening out of a new country, or such
an event as the American War, will raise from the lower
ranks of labour many men who bear themselves well in
diflicult and respunsible posts.

And the movements of adult Jabour from trade i trado
are however 21 from place to place can in some cases be so
of increasing  large und sd rapid as to reduce within a very
importance:  ghort compass the period which is required to
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, enable the supply of labour to adjust itself to the demand.
That general ability which is easily transferable from one
trade to another, is every ycar rising in importance relatively
to that manual skill and technical knowledge which are .
specialized to one branch of industry'. And thus economic
progress brings with it on the one hand a constantly increasing
changefulness in the methods of industry, and therefore a
constantly increasing ditlicully in predicting the demand for
labour of any kind a generation ahead; but on the other hand
it brings also an incrensing power of remedying such errors of
wmljustment as have been made.

§ 3. Thus these market variations in the price of a
con_)modlty are governed by the temporary ve- | oo ons
lations between demand and the stock that is in of earnings are
the market or within easy access of it. When fg;’eﬁ;i"y
the market price so determined is above its fluctuations of
normal level, those who are able to bring new emand.
supplies into the market in time to tanke advantage of the
high price receive an abnormally high reward. 1f they are
small handicraftsmen working on their own account, the
whole of this rise in price goes to increase their earnings.

In the modern industrial world, however, those who
undertake the risks of production and to whom the benefits
of any rise in price, and the eovils of any fall come in the
first instance, are employers and other business men. Bub
the force of competition among the employers themselves, each
desiring to extend his business, and to get for himself as
much as possible of the rich harvest that is to be reaped when
their trade is prosperous, makes thewm consent to pay higher
wages to their employees in order to obtain their services.
Even if they act in combination, they are not likely to
endeavour to deprive the workman of all share of the harvest
of good times: nor if they did make the attempt, would it be
at all likely to succeed.

Thus the high wages of coal-miners during the inflation
which culminpted in 1873, were determined for the time by

1 See Book 1v. Ch. vr. § 1.
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the relation in which the demand for their services stood to
Itlustration the amount of skilled mining labuur available,
{:‘:_;“ot}‘;:i:;al the unskilled labour imported into the trade
trade. being counted as equivalent to an amount of skilled
labour of equal efficiency. Had it been impossible to import
any such labour at all, the earnings of miners would have been
limited only by the elasticity of the demand for coal on the
one hand, and the gradual coming to age of the rising gene-
ration of miners on the other. As it was, men were drawn
from other occupations which they were not eager to leave;
for they could have got high wages by staying where they
were, since the prusperity of the coal and iron trades was Lut
the highest crest of a swelling tide of credit. These new
men were unaccustomed to underground work; its discomforts
told heavily on them, while its dangers were increased by their
want of technical knowledge, and their want of skill eaused
them to waste much of their strength. The limits therefore
which their competition imposed on the rise of the temporary
wages of miners’ skill were not narrow.

Wlhen the tide turned, those of the new-comers who were
least adapted for the work, left the mines; but even then the
miners who remained were too many for the work to be done,
and their wage fell, till it reached that limit at which they
could get more by selling their labour in other trades. And
that limit was a low one ; for the swollen tide of credit, which
culminated in 1373, had undermined solid business, impaired
the true foundations of prosperity, and left nearly every trade
in a4 more or less unhealthy and depressed condition. The
miners had thervefure to sell their skilled labour in markets
which were already over full, and in which their special skill
counted for nothing.

§ 4. To conclude this part of our argument. The market
price of everything, d.e. its price for short periods, is deter-
mined wainly by the relations in which the demand for it
stands to the available stocks of it; and in the case of
labour or any other agent of production thlis demand is
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“derived” from the demand for those things which the agent
is used in making. Tn these relatively short periods fluctua-
tions in wages follow, and do not precede, fluctuations in the
selling prices of the gouds produced.

But the incomes which are being earned by all agents
of production, human as well as material, and those which
appear likely to be earned by them in the future, exercise a
ceaseless influence on those persons by whose action the
future supplies of these agents are dctermmined. There is a
constant tendency towards a position of normal equilibrium,
in which the supply of each of these agents shall stand in
such a relation tu the demand for its services, as to give to
those who have provided the supply a sufficient reward for
their efforts and sacrifices. Tf the economic conditions of
the country remained stationary sufficiently long, this ten-
dency would realize itself in such an adjustment of supply to
demand, that both machines and human beings would earn
generully an amount that corresponded fairly with their cost
of rearing and training, conventional necessaries as well as
those things which are strictly necessary Leing reckoned for.
But conventional necessaries might change under the influence
of non-economic causes, even while economic conditions them-
selves were stationary : and this change would affect the supply
of labour, and thus modify the national dividend and slightly
alter its distribution. As it is, the economic conditions of the
country are constantly changing, and the point of adjustment
of normal demand and supply in relation to labour is constantly
being shifted .

1 In Principles VI, v., the argnment of this last Section is pursned more at
length, and with reference to several difticulties that are ignored here. In
particular it is argued that the extra income earned by some natural abilities
may be regarded as a Rent sometimes, but pot when we are considering the
normal earnings of & trade. This analogy is valid so long as we are merely
analysing the source of the incomes of individuals, and it might even be
carried further if persons were born with rare abilities specialised to particular
branches of production.
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CHAPTER VI
INTEREST OF CAPITAL.

§ 1. THE main principles of the action of demand and
supply with regard to capital have been discussed in the first
two chapters of this Book. e there looked back at the
results of our earlier studies, and endeavoured to bring
together and study in their mutual relations a number of
separate doctrines as to capital, cach of which is familiar to
every intelligent man; though he may not be able, without
some special study, to see their bearings on one another and
the part they severally play in the great central problem of
distribution,

But in earlier times even great thinkers failed not only to
understand the part which capital plays in this great pro-
blem, hut cven to recognise clearly many of the separate
truths which are now regarded as common-place, They
were impressed by observing that most borrowers were
poor, that most lenders were rich; that the lenders very
often suffered no material loss through making o loan, and
that they often wrung exorbitant usury out of the needs of
the poor. These facts enlisted their sympathics; and, aided
hy some specious metaphysical reasoning, prevented them
fron1 perceiving that he who lends to another hands over to
him the power of using temporarily some desirable thing, and
that this action has as much right to payment, as the act of
handing to him absolutely some other thing of smaller value.
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If the first man be rich it may be his duty in either case to
confer a benefit freely on his poorer neighbour without ex-
pecting anything in return. But if a person can use £100 so
as to produce, after allowing for his trouble, things worth £103
net at the end of a year, there is no reason for his lending the
£100 free of interest to another, which would not require him
to make to that other a free present of £3.'

§ 2. 'We have seen that interest is the reward of wailing
in the same sense that wages are the reward of labour. Much
work is pleasurable ; but every one claims his full pay for all
the work he does for others as a matter of ordinary business,
however pleasurable it may be to himself. Similarly many
people would wish to defer some of their enjoyments, even if
they had to put Ly the money, which gives command over
them, without hope of interest: but yet those who have the
means of lending, will not lend gratis as a rule; because, even
if they have not themselves some good use to which to turn
the capital or its equivalent, they are sure to be able to find
others to whom its use would be of benefit, and who would pay
for the loan of it: and they stand out for the best market.
And there always is a markel, because though the stock of
loanable wealth is increasing fast, new openings for its profit-
able use are ever being made by the progress of the mechanical
arts and the opening up of new countries.

But now we may leave these general considerations, and
make a more detailed study of this notion of Inte- yet and Gross
rest. For the interest of which we speak when interest.
we say that interest is the earnings of capital simply, or the

1 This line of argument is pursued in some detail in Principles VI. vi. It
is argued that the modern theories of Carl Marx and some others as to
capital, repeat this old error in a disguised form, and without the excuse
which thero was for it in earlier times: but that with this exception, the
history of the theory of interest has heen one of almost continuous progress
during the last three centuries: every generation has done something to
forward it, none has been able to make auny fundamental change. Reasons

are also given for dissenting from Prof. Bihm-Bawerk's doctrines on the
subjeet.
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reward of waiting simply, is Nez interest ; but what commonly
passes by the name of Interest, includes other elements besides
this, and may be called Gross interest.

These additional elements are the more important, the lower
Gross interest and more rudimentary the state of commercial
il';f“,‘ifc:“" security and of the organization of credit. Thus,
againstrisk, for instance, in medieval times, when a prince
wanted to forestall some of his future revenues, he Lorrowed
perhaps a thousand ounces of silver, and undertook to pay
back fifteen hundred at the end of a year. There was how-
ever no perfect security that he would fulfil the promise; and
perhaps the lender would have been willing to exchange that
promise for an absolute certainty of receiving thirteen hundred
at the end of the year. In that case, while the nominal rate
at which the lvan was made, was fifty per cent., the real rate
was thirty.

The necessity for making this allowance for insurance
and also Earn. 2gainst risk is so obvious, that it is not often
ings of Man-  overlooked. But it is less obvious that every
agement. loan causes some trouble to the lender; that when,
from the nature of the case, the loan involves considerable
risk, a great deal of trouble has often to be taken to keep
these risks as small as possible ; and that then a great part of
what appears to the borrower as interest, is, from the point of
view of the lender, Earnings of Management of a troublesome
business,

At the present time the net interest on capital in England
is a little under three per cent. per annum ; for no more than
that can be obtained by investing in such first-rate Stock
Exchange securities as yield to the owner a secure income
without appreciable trouble or expense on his part, And
when we find capable business men borrowing on perfectly
secure mortgages, at (say) four per cent., we may regard that
gross interest of four per cent. as consisting of net interest, or
interest proper, to the extent of a little under three per cent.,
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and of Earnings of Management by the lenders to the extent
of rather more than one per cent.

Again, a pawnbroker’s business involves next to no risk;
but his loans are generally made at the rate of 25 per cent.
per annum, or more; the greater part of which is really
Earnings of Management of a troublesome business. Or to
take a more extreme case, there are men in London and Paris
and probably elsewhere, who make a living by lending money
to costermongers : the money is often lent at the beginning of
the day for the purchase of fruit, &c., and returned at the end
of the day, when the sales are over, at a profit of ten per
cent.; there is little risk in the trade, and the money is
seldom lost. Now a farthing invested at ten per cent. a day
would amount to a billion pounds at the end of a year. But
no one can become rich by lending to costermongers ; because
no one can lend much in this way. The so-called interest on
the loans really consists almost entirely of earnings of a kind of
work for which few capitalists have a taste.

§ 3. It is then necessary to analyse a little more care-
fully the extra risks which are introduced into

v . . . urther analy-
business when much of the capital used in it sisof Gross in-
has been borrowed. Let us suppose that two men *¢7est
are carrying on similar businesses, the one working with his
own, the other chiefly with borrowed capital.

There is one set of risks which is common to both; which
may be described as the ZTrade Risks of the particular
business in which they are engaged. They arise from fluctua-
tions in the markets for their raw materials
and finished goods, from unforeseen changes of
fashion, from new inventions, from the incursion of new and
powerful rivals into their respective neighbourhoods, and so
on. But there is another set of risks, the burden of which
has to be borne by the man working with borrowed capital,
and not by the other; and we may call them Personal

Trade Risks.
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Risks. For he who lends capital to be used by persopat
another for trade purposes, has to charge a high Risks.
interest as insurance against the chances of some flaw or
deficiency in the burrower’s personal character or ability.

The price then that the borrower has to pay for the loan
of capital, and which he regards as interest, is Gross interest
from the point of view of the lender more dgoes not tend
properly to be regarded as profits: for it includes teeauality.
insurance against risks which are often very heavy, and
Earnings of Management for the task, which is often very
arduous, of keeping those risks as small as possible. Varia-
tions in the nature of these risks and of the task of manage-
ment will of course oecasion corresponding variations in the
Gross interest, so called, that is paid for the use of money.
The tendency of competition is thercfore not towards equaliz-
ing this Gross interest : on the coutrary, the more thoronghly
lenders and borrowers understand their husiness, the more
certainly will some classes of borrowers oblain loans at a
lower rate than others,

We must defer to a later stage our study of the marvel-
lously eflicient organization of the modern Money Market by
which capital is transferred from one place where it is super-
abundant to another where it is wanted ; or from one trade
that is in the process of contraction to another which is heing
expanded : and at present we must be contented to take it
for granted that a very small difference between the rates of
Net interest to be got on the loan of capital in two different
modes of investment in the sume Western country will cause
capital to flow, though perbaps by indirect channels, from the
one to the other.
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PROFITS OF CAPITAL AND BUSINESS POWER.

§ 1. In the concluding Chapters of Book 1v. we made
somo study of the various forms of business tpnis chapter
management, and the facullies required for them; it';eff;‘t‘ttei‘:';m:‘:
and we saw how the supply of business power in of Book IV.
command of capital may bo regarded as consisting of three
clements, the supply of capital, the supply of the business
power to manage it, and the supply of the organization by
which the two are brought together and made effective for
production. 'We have now to carry this study further; and
to inquire more closely into the nature of the services rendered
to society by those who undertake and manage business
enterprises, and the rewards of this work. We shall find
that the causes which govern the earnings of business men are
less arbitrary, and present closer analogies to those which
govern other kinds of earnings than is commonly supposed.

We must however make a distinction at starting’. The
Struggle for Survival tends to make these , .-
methods of organization prevail, which are best Struggle for
fitted to thrive in their environment; but not Survivel
necessarily those best fitted to benefit their environment,
unless it happens that they are duly rewarded for all the
benefits which they confer, whether direct or indirect: And
in fact this is not so. For as 3 general rule che Law of
Substitution—which is nothing more than a special and limited
application of the Law of Survival of the Fittest—tends to

1 See Book 1v. Ch. vur.
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make one method of industrial organization supplant another
when it offers a direct and immediate service at a lower price.
The indirect and ultimate services which either will render
have, as a general rule, little or no weight in the balance;
and as a result many businesses languish and die, which might
in the long run have done goud work for society if only they
could have obtained a fair start. This is especially true of
some forms of co-operative associations.

In this connection we may divide employers and other
undertakers into two classes, those who open out new and
improved methods of business, and those who follow beaten
tracks. The services which the latter perform for society are
chiefly direct and seldom miss their full reward: but it is
otherwise with the former class.

For instance, economies have lately been introduced into
some branches of iron manufacture by diminishing the number
of times which the metal is heated in passing from pig iron to
its final form ; and some of these new inventions have been of
such a nature that they could neither be patented nor kept
secret. Let us suppose then that a manufacturer with a
capital of £50,000 is getting in normal times a net profit of
£4,000 a year, £1,500 of which we may regard as his Earnings
of Management, leaving £2,500 for the other two elements of
profits. We assume that he has been working so far in the
same way as his neighbours, and showing an amount of ability
which, though great, is no more than the normal or average
ability of the peuple who fill such exceptionally difficult posts;
that is, we assume that £1,500 a year is the normal earnings
for the kind of work he has been doing. But as time goes on,
he thinks out a way of dispensing with one of the heatings
that have hitherto been customary; and in consequence,
without increasing his expenses, he is able to increase his
annual output by things which can be sold for £3,000 net.
So long, therefore, as he can sell his wares at the old price,
his Earnings of Management will be £2,000 a year above the
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average ; and he will earn the full reward of his services to
society. His neighbours however will copy his plan, and
probably make more than average profits for a time., But
soon competition will increase the supply, and lower the price
of their wares, until their profits fall to about their old level ;
for no one could get extra high wages for making eggs stand
on thuwir ends after Columbus’ plan had become public
property.

Many business men whose inventions have in the long run
been of almost priceless value to the world, have died in
poverty; and while many men have amassed great wealth by
good fortune, rather than by exceptional ability in the per-
formance of public services of high importance, it is probable
that those business men who have pioneered new paths have
often conferred on society benefits out of all proportion to
their own gains, even though they have died millionaires.

§2. We will now begin by tracing the action of the
Law of Bubstitution in adjusting the rewards of ., _ .0 o
the services rendered to socicty by ordinary work- the Law of

. Substitution
men, by foremen, and by employers of different ;, controlling
grades. We have alveady noticed that a grest ll‘:vi‘*mi"zs of

anagement.
part of the work done by the head of a small
business himself, is relegated in a large business to salaried
heads of departments, managers, foremen and others. And
this thread will guide us to much that is useful for our present
inquiry. The simplest case is that of the earnings of the
ordinary foreman ; with which we may begin.

Let us suppose, for instance, that a railway contractor or
a dockyard manager finds that it answers best to have one
foreman to every twenty labourers, while paying him twice the
wages of one of them. This mcans that, if he found himself
with 500 labourers and 24 foremen, he would expect to get
Jjust & little more work done at tMe same expense by adding
one more foreman, than by adding two more ordinary
labourers : while if he had had 490 labourers and 25 foremen,



290 BOOK Vi cH.viL. §2, 3.

he would have found it better to add two more labourers. 1f
he could have got his foreman for one and a half times the
wages of a lubourer, perhaps he would have employed one
foreman to every fifteen labourers, Bus, as it is, the number
of foremen employed is determined at one-twentielth of that
of the labourers, and their demand pricc at twice the
labourers’ wages.

In exceptional cases the foremen may earn their wages
by over-driving those whose work they superintend. But we
may now supposc them to contribute to the success of the
undertaking in a legitimate way, by securing a better orga-
nization of its details; so that fewer things are done amiss
and need to be undone; so that everyone finds the help that
he wants in moving heavy weights, &e., ready for him just
when he wants it ; o that all muchinery and implements are
kept in good working order, and no one has to waste his time
and strength hy working with inadequate appliances, and so
on. The wages of foremen who do work of this kind may
be taken as typical of a great part of the Earnings of Man-
agement: society, acting through the individual employer,
offers an cffective demand for their services until that margin
is reached at which the aggregate efficiency of industry would
be increased by adding workers of some other grade more
than by adding the foremen whose wages would add an equal
amount to the expenses of production.

§3. So far the Employer has been regarded as the agent
The Law of Prough whom the Law of Substitution acts in
Substitution  contriving and arranging the factors of pro-
:;:s:mh;‘;ﬁf:. duction so that the maximum of direct services
:’i‘!:"“" on  (estimated by their money measure) should be

performed at a minimum money cost. But now
we have to look at the work of the employers themselves
being contrived and arruriged for them, though of course in
2 more haphazard fashion, by the immediate action of their
own competition.
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In the first place we find the small employer, who does the
whole work of management and superintendence in his busi-
ness competing with the large employer who retains in his own
hands only the supreme work of controlling the higher policy
of the business. And in this way as the earnings and services
of foremen are weighed on the one side against those of ordinary
labourers, so on the other the carnings and services of the
foremen and managers who in the large business are hired to
do much that the small employer does himself, are weighed
against his.

It is true that the small employer needs capital of his
own; but as we have already noticed! there is a constant
increase in the ease with which a man who has the faculties
for managing a business, can borrow the requisite capital.

It is true that the new man with but little capital of his
own is at a disadvantage in trades which move .
slowly and in which it is necessary to sow a long moc b::;':;f:;
time before one reaps. But in all those in- withborrowed

. . . . capital
dustries in which bold and restless enterprise
can reap a quick harvest; and in particular wherever high
profits are to be made for a time by cheaper reproductions of
costly wares, there the new man is in his element ; it is he who
by his quick resolution and dexterous contrivances, and perhaps
also a little by his natural recklessness, “forces the pace.”

And he often holds his own with great tenacity even
under considerable disadvantages; for the freedom .. .
and dignity of his position are very attractive to for 2 small re-
him. Thus the peasant proprietor whose little ™%
plot is heavily mortgaged, the small so-called ‘sweater” or
« garret master ” who takes out a sub-contract at a low price,
will often work harder than the ordinary workman, and for a
lower net income. And the manu.fa.cburer who is doing a
large business with comparatively little capital of his own

1 Comp. Book 1v. Ch. a1 § 7.
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will reckon his labour and anxiety almost as nothing, for
he knows that he must anyhow work for his living, and he
is unwilling to go into service to another: he will therefore
work feverishly for a gain that would not count much in the
balance with a wealthier rival, who, being able to retire and
live in comfort on the interest of his capital, may be doubting
whether it is worth while to endure any longer the wear-and-
tear of business life.

§ 4. But the weighing in the balance of the services, and
Jointstock therefore the earnings, of employees against the
companies.  Parnings of Management of employers is in

some ways best illustrated by reference to Joint-stock com-
panies. For in them most of the work of management is
divided between salaried directors (who indeed hold a few
shares themselves) and salaried managers and other sub-
ordinate officials, most of whom have little or no capital of any
kind ; and their earnings, being almost the pure earnings of
labour, are governed in the long run by those general causes
which rule the earnings of labour of equal difficulty and dis-
agreeableness in ordinary occupations.

Joint-stock companies seldom have the enterprise, the
energy, the unity of purpose and the quickness of action of a
private business. But these disadvantages are of relatively
small importance in some trades. That publicity, which is
one of the chief drawbacks of public companies in many
branches of manufacture and of speculative commerce, is a
positive advantage in ordinary Banking and Insurance and
kindred businesses ; while in these, as well as in most of the
Transport industries (railways, tramways, canals, and the
supply of gas, water and electricity), their unbounded com-
mand over capital and their length of life give them undis-
puted sway.

In some cases they are tempted to aim at monopoly, and,
while fighting for victory over their rivals, they disturb the
market. When however peace has been reached by com-
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bination among themselves, or by the victory of the strong
over the weak, a far seeing, if sluggish, policy is generally
pursued ; and this exercises a steadying influence on the
industry controlled by them. But it hinders the rise of
young firms with constructive genius; and, by retarding the
adaptation of production to new conditions, it indirectly
increases the irregularity of employment.

Thus then each of the many modern methods of business
has its own advantages and disadvantages: and its application
is extended under the action of the Law of Substitution in
every direction until that limit or margin is reached, at which
its special advantages for that use no longer exceed its dis-
advantages.

§ 5. The supply of business power is large and elastic, since
the area from which it is drawn is wide. Every- .. supply of
one has the business of his own life to conduct ; business abl-
this, if done well, affords to some extent trn.mmg lfim’;n'sa d';:m
for business management; and there is therefore 27
no other kind of highly paid ability which depends so little
on labour and expense applied specially to obtaining it, and
which depends so much on so-called “natural ,ng is non-
qualities.” And, secondly, business power is specialized.
highly non-specialized ; because in the large majority of
trades, technical knowledge and skill become every day less
important relatively to the broad and non-specialized faculties
of judgment, promptness, resource, carefulness and steadfast-
ness of purpose.

And we may conclude that the rarity of the natural
abilities and the expensiveness of the special .. adjust-
training required for the work affect normal mentof Eam-

ings to the diffi~
Earnings of Management in much the same way cuity and im-
as they do the normal wages of skilled labour. portance of the
In either case a rise in the income to be earned fairly accu-
sets in operation forces tending to increase the ™'

supply of those capable of earning it; and in either case the
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extent to which the supply will be increased by a given rise
of income, depends upon the social and economic condition
of those from whom the supply is drawn. For though it is
true that an able business man who starts in life with a great
deal of capital and a good business connection is likely to
obtain higher Earnings of Management than an equally able
man who starts without these advantages; yet there are
similar, though smaller, inequalities between the earnings of
professional men of equal abilities who start with unequal
social advantages; and the wages even of a working man
depend on the start he has had in life almost as much as on
the expense which his father has been able tu afford for his
education’.

1 Some difficulties in obtaining accurate knowledge of the true Earnings
0f Management in different trades are indicated in Principles VI. vi. 7.
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CHAPTER VIII,

PROFITS OF CAFPITAL. AND BUSINESS POWER, CONTINUED,

§ 1. TaE profitz of a business are the excess of jls reecipta
over its outgoings, and the annual rate of profits is the rutio
which the yearly profits bear to the capital in- ge pave next
vested. We have next to inquire whethor thepe to examioe the

. . tendency of the
is any general tendency of the rate of profits {0 rete of profita
e qun.]ity. to equality.

Adam Swith said :—*The whole drugs which the best
emploved apothecary in a large market-town will sell in a
wyear may not perhaps cost him alkne thirty or forty pounds,
Though he should sell them, therefore, for thies yap vone
or fuur hundred or a thousand per eent, profil, pomna profite

. between targs
this may frequently be no wore than the réason  and smant
able wages of his lahour in the ounly way in buswesses.
which he can charge them, upon the price of the deugs. ‘The
greater part of the apparent profit, is resl wages disguised in
the garb of profit.”

But it is fmportant to distinguish letween the wenudd
rate of profits on the capital invested fnoa o oo -
basiness, and the rate of profits that are made spoum andon
every time the capital of the hnsiness in turned the turnaver.
over; that is every time sales are made equsl to that
capital, or the rate of profits on the turnover. Al presciil; we
are oonpermed with profits p/r asn wirts

The greater part of the nominal inequality belween the
nowsual rates of profit in small busnesses and in large wonld
dizappesr, if dle scope of the wun protils were narrowed in
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the former case or widened in the latter, so that it included
: in both cases the remuneration of the same
Correction of
an anomaly of classes of services. There are even reasons for
language. thinking that the rate of profit, rightly estimated,
on large capitals tends to be higher than on small. For of two
businesses competing in the same trade, that with the larger
capital can nearly always buy at the cheaper rate, and can
avail itself of many economies in the specialization of skill and
machinery and in other ways, which are out of the reach of
the smaller business: while at most the only important ad-
vantage, which the latter is likely to have, consists of its
greater facilities for getting near its customers and consulting
their individual wants. In trades in which this last advantage
is not important, and especially in some manufacturing trades
in which the large firm can sell at a better price than the
small one, the outgoings of the former are proportionately less
and the incomings larger; and therefore, if the profits bLe
reckoned in the same way in both caser, the rate of profits
in the furmer case must be higher than in the latter.

But these are the very businesses in which it most fre-
quently happens that large firms after first erushing out small
ones, either combine with one another and thus secure fur
themselves the gains of a limited monopoly, or by keen
competition among themselves reduce the rate of profit very
low. There are many branches of the textile, the metal, and
the transport trades in which no business can be started at
all except with a large capitul; while those that are begun
on a moderate scale struggle through great difficulties, in the
hope that, after a time, it may be possible to find employment
fur a large capital, which will yield Earnings of Management
high in the aggregate though low in proportion to the eapital.

There are some trades which require a very high order
of ability, but in which it'is nearly as easy to manage a very
large business as one of moderate size. In rolling mills, for
instance, there is little detail which cannot be reduced to
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routine, and a capital of £1,000,000 invested in them ean ba
controlled by one able man. A rate of profits of 20 per
cent., which is not: a very high average rate for ~ome parts of
the iron trade, would give the owner of such works Farnings
of Management amounting 1o more than £150,000 a yenar.
And since iron-masters can with ro little additional effort
get the Earnings of Management on an inereased capital,
wealthy men remain in the trade longer than in most others;
and the competition of the greut iron wasters with one another
is said to have reduced the avernge rate of profils in the
trade beluw the ordinary level,

The rate of profits is Jow in nearly all those trades which
require very little ability of the highest order, and in which
a public or private firm with a goud connection and a large
capital can hold its own against new-cowers, so long as it is
managed Ly men of industrious habits with sound common
sense und a moderate share of enterprise. And men of this
kind are seldom waunting either iu a wellestablished publie
cumpany or to a private firm which is ready to take the
ablest of its servants into partnership.

We may then conclude, firstly that the true rute of profits
in large businesses is higher than at first sight o000 ecun
appears, because much that is commonly counted of the compa-

o . . nseon between
as prufitsin the <mnall business vught to be classed 1arge businessr
under another head before the rate of profits jn ©sand small.
it is compared with that in o large business: and secondly
that, even when this correction has been made, the rate of
profits declines generally as the size of the business inereases,

§ 2. The normal Earnings of Management are of course
high in proportiun to the capital, and therefure

. . . Profitsarehigh
the rate of profits per annum on the capital is \pere the Gir-
high, when the work of management is heavy in ::ll‘i:i'l‘frg‘;‘?::
proportion to the capital. IndiVidual trades latively to the
have indeed peculiarities of their own; and all Fixed.
rules on the subject are lable to great exceptions. But gene
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rally it may he said that the extent of the work of manage-
ment needed in a business depends more on the amount
of Circulating capital used than on that of the Fixed. The
rate of profit tends therefore to be low in trades in which
there is a disproportionately large amount of durable plant
that requires but little trouble and attention when once
it has been laid down. As we have seen, these trades are
likely to get into the hands of joint-stuck companies: and the
aggregate sularies of the directors and higher officiuls bear a
very small proportion to the capital employed in the case of
railway and water companies, and, even in a more marked
degree, of companies that own canals and docks and bridges'.

§ 3. Our inquiry may now pass away from the annual
rate of profits on the capital invested in a business, to the
The rate of Yote of profits that are made every time siles
profits on the equal to the capital of the business are made, or,
turmover. as is commonly said, the rate of profits “on the
turnover.” It is clear that if the average net profits in two
businesses are twelve per cent. per annum, and the first turns
over its capital 4 times in the year and the other only once,
the profits on the turnover must be twelve per cent. in the
latter case, und only about three per cent. in the former.
And we are thus brought to consider the causes which de-
termine the rate of profits on the “turnover;” or, which comes
to the same thing, the percentage of the supply price of a
commodity which has to be classed as profits.

It is obvious that wholesale dealers, who buy and sell
large quantities of produce in single transactions, and who are
able to turn over their capital very rapidly, may make large

1 Profits are exceptionally high where the wages-bill is very large re-
latively to the capital. This subject is treated in Principles VI, viur. 2 where
it is argued that the least inaccurate of all the broad statements that can be
made with regard to a general tendency of profits to equality in different
trades, is that where equal capitals are employed, profits tend to be a certain
percentage per aunum ou the total capital, together with a cevtain percentage
on the wages-bill,
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fortunes though their average profits on the turnover are less
than one per cent.; and, in the extreme case of
large stock exchange dealings, even when they xﬁ:{;es than
are only a small fraction of one per cent. But a theannualrate
. . . , of profits on
shipbuilder who has to put labour and material capital. Iius-
into the ship, and to provide a berth for it, a Jong Uative instan-
while before it is ready for sale, and who has to
tuke cure fur every detuil connected with it, must, add a very
high percentage tu his direct and indirect outlay in order Lo re-
munerate him for his labour, and the locking up of his eapital.

Again, in the textile industries some firms buy raw material
and twmn cut finished goods, while others confine themselves
to spinuing, to weaving, or to finishing : and iv is obvious that
the rate of profit on the turnover of one of the first class must
Le equal to the sum of the rates of profit of one of each of the
three other clusser.  Again, the retail dealers’ profit on the
turnover is often only five or ten per cent. for commodities
which are in general demand, and which are not subject to
changes of fachion; <o that while the sales are large, the
necessary stocks are wall, and the capital invested in them
can be turned over very rapidly, with very little tivuble and
no risk.  But a protit on the turnover of nearly a hundred
per cent. is required to remunerate the retailer of sumo kinds
of faney goods which can be sold but slowly, of which varied
stocks must be kept, which require a large space for their
display, and which a change of farhion way render unsaleable
except at a Juss; and even this high rate is often exceeded in
the case of fish, fruit, fluwers and vegelables.

‘We see then that there is no general {tendency of profits
on the turnover to equality ; but there may be, and as a matter
of fact there is in cach trade and in every branch of each
trade, a more or less detinite rate of profits on the turnover
which is regaurded as s “fair” or pormal rate. Of course
these rules are always changing in consequence of changes in
the methods of trade ; which are generally begun by individuals



300 BOOK VL CH. VIIL §§ 3, 4, 5.

who desire to do a larger trade at a lower rate of profit on
the turnover than has been customary, but at a larger rate
of profit per annum on their capital. If however there
happens to be no great change of this kind going on, the
traditions of the trade that a certain rate of profit on the
turnover should be charged for a particular class of work are
of great practical service to those in the trade. Such traditions
are the outcome of much experience tending to show that, if
that rate is charged, a proper allowance will be made for all
the costs incurred for that particular purpose, and in addition
the normal rate of profits per annum in that class of business
will be afforded. If they charge a price which gives much
less than this rate of profit on the turnover they can hardly
prosper; and if they charge much more they are in danger
of losing their custom, since others can afford to underseil
them. This is the ‘“fair” rate of profit on the turnover which
an honest man is expected to charge for making goods to
order, when no price has been agreed on beforehand ; and it is
the rate which a court of law will allow, in case a dispute
should arise between buyer and seller.

§4. During all this inquiry we have had in view chiefly
Profitsarea  he ultimate, or long-period or true normal results
constituent  of economic forces; we have considered the way
element of . . i g s
normal in which the supply of business ability in command
supply-price.  of capital tends in the long run to adjust itself to
the demand ; we have seen how under the action of the Law
of Substitution it seeks constantly every business and every
method of conducting every business in which it can render
services that are so highly valued by persons who are able to
pay good prices for the satisfaction of their wants, that those
services will in the long run earn a high reward. The motive
force is the competition of undertakers: each one tries every
opening, forecasting probable future events, reducing them to
their true relative proportions, and considering what surplus
is likely to be afforded by the receipts of any undertaking over



PRiOFITS OF CAPITAL AND BUSINESS POWER. 301

v the outlay required for it. All his prospective gains enter
into the profits which draw him towards the undertaking ; all
the investments of his capital and energies in making the
appliances for future production, and in building up the
“ Immaterial ” capital of a business counection, have to show
themselves to him as likely to be profitable, before he will
enter on them : the whole of the profits which he expects from
them enter into the reward, which he expects in the long run
for his venture.

Much of the argument of Chapter V. as to the earnings of
industrial skill is applicable to the earnings of business power.
There are, however, some differences between the two cases,
which call for our study.

§ 5. In the first place the undertaker’s profits bear the
first brunt of any change in the price of those profits Auctu-
things which are the product of his capital 2tewithprices
(including his business organization), of his greater ratio:
labour and of the lahour of his employés; and as a result
fluctuations of his profits generally precede fluctuations of
their wages, and ave much more extensive. For, other things
being equal, a comparatively small rise in the price for which
he can sell his product is not unlikely to increase his profit
manyfold, or perhaps to substitute a profit for a loss. That
rise will make him eager to reap the harvest of good prices
while he can; he will be in fear that his employés will leave
his employment or refuse to work. He will be more able
and more willing to pay high wages; and wages y,; e wages
will rise. But experience shows that (whether ofemployéslag

. 1s behind, and
they are governed by sliding scales or not) they their fluctua-
seldom rise as much in proportion as prices; and tionsare less.
therefore they do nut rise nearly as much in proportion as
profits. s

Another aspect of the same fact is that when trade is
bad, the employé at worst is earning nothing towards the
support of himself and his family; but the employer’s out-
goings are lifely to exceed his incomings, particularly if he
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is using much borrowed capital. In that case his Gross
Earnings of Management are a negative quantity ; that is, he
is losing his capital. In very bad times this happens to a
great number, perhaps the majority of undertakers; and it
happens alinost constantly to those who are less fortunate, or
less able, or less well fitted for their special trade than others.
§ 6. To pass to another point, the number of those who
The profits of succeed in business is but a small per-centage of
individuals  the whole; and in their hands are concentrated
:;?;:1;" ey the fortunes of others several times as numerous
ordinary earn- a5 themselves, who have made savings of their
ings do. - . .
own, or who have inherited the savings of others
and lost them all, together with the fruits of their own cfforts,
in unsuccessful business. In order thercfore to find the
average profits of a trade we must not divide the aggregate
profits made in it by the number of those who are reaping
them, nor oven by that nwnber added to the number who
have failed: but from the aggregate profits of the successful
we must subtract the aggregate losses of those who have
failed, and perhaps disappeared from the trade; and we must
then divide the remainder by the sum of the numbers of those
who have succeeded and those who have failed. It is probable
that the true Gross Earnings of Management, that is, the
excess of profits over interest, is not on the average more than
a half, and in some risky trades not more than a tenth part,
of what it appears to be to persons who form their estimate
of the profitableness of a trade by observation only of those
who have secured its prizes. There are however reasons for
thinking that the risks of trade are on the whole diminishing
rather than increasing’.

1 There are other differences bettveen the earnings of business power and
of ordinary earnings, for a study of which, as well as of the relation in which
earnings of management stand to the rent of exceptional ability, and of the
conditions under which Profits are to be regarded as a Quasi-rent, the reader
is referred to Principles, VI, vir.
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CHAPTER IX.

RENT OF LAND.

§ 1. Wz may call to mind that the land has an “in-
herent” income of heat and light and air and rain, which
man cannot appreciably affect; and advantages 1, ome
of situation, of which many are beyond man’s :;ui-::;'n.uet:ei ¢
control, while but few of the remainder are the propertics
direct result of the investment of capital and °f land.
effort in the land by its individual owners. The supply of
these properties is not dependent on human effort, and would
therefore not be increased by extra rewards to that effort.
On the other hand those chemical or mechanical properties
of the soil, on which its fertility largely depends, can be
modificd, and in extreme cases entircly changed by man’s
action.

Now let us revert to our study of the tendency to
diminishing return in agriculture; still supposing that the
owner of the land undertakes its cultivation, Résumé of

[}
so that our reasoning may be general, and Book IV.
independent of the incidents of particular forms Ch. 11 111,
of land tenure. 'We saw how the return to successive ‘“doses,”
or applications of capital and labour, though it ruay increase
for the first few doses, will begin to diminish when the land
is already well cultivated. The cultivator continues to apply
additional capital and labour, till he reaches a point at which
the return is only just sufficient to repay his outlay and
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reward him for his own work. That will be the dose on the_
margin of cultivation, whether it happens to be applied to
rich or to poor land. An amount equal to the return to it
will be required, and will be sufficient to repay him for each
of his previous doses; and the excess of the gross produce
over this amount is his producer’s surplus. Supposing him
to be 2 man of ordinary ability and enterprise and to farm
fairly well, this will be what is commonly called the rental
value of the land.

This surplus or rental value depends onm, firstly, the
richness of the land, and secondly, the relative values of
those things which he has to sell and of those things which
he needs to buy. And the prices at which the various
requisites of the farm can be bought, and its various products
sold, depend on his surroundings; and changes in that are
continually changing the relative values of different crops and
therefore the relative values of land in different situations.

"' Thus it is important to remember that inequalities of
situation relatively to the best markets are just as powerful
causes of inequalities of producer’s surplus as are inequalities
of absolute productiveness. But England is so small and so
thickly peopled, that the cultivator can get nearly the same
net price in whatever part of England he is; and English
economists have ascribed to fertility the first rank among the
causes which determine the value of agricultural land, and
have treated situation as of secondary importance. They have
therefore often regarded the producer's surplus, or rental
value, of land as the excess of the produce which it yields,
over what is returned to equal capital and labour (applied
with equal skill) to land that is so barren as to be on the
margin of cultivation; without taking the trouble to state
that separate allowance must be made for differences in the
expense of marketing. ‘But economists in new countries,
observing that the richest land may lie uncultivated if it
has not good access to markets think of situation at least
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pqually imbortant with fertility in determining the value
of land. In their view land on the margin of cultivation is
land far from markets; and the producer’s surplus presents
itself to them as the excess value of the produce from well-
situated land over that which equal labour, capital (and skill),
would get on the worst situated land; allowance being of
course made for differences of fertility, if necessary.

§ 2. The argument of this chapter so far is applicable
to all systems of land tenure, which recognize private owner-
ship of land in any form; for it is concerned Argument
with that producer’s surplus, which accrues to :{’l"g::t‘:‘;?
the owner if he cultivates his land himself; or, of tenure.
if he does not, then accrues to him and his tenants, regarded
as a firm engaged in the business of cultivation. Thus it
holds true, whatever be the division which custom or law or
contract may have arranged between them with regard to
their several shares of the cost of cultivation on the one hand,
and the fruits of the cultivation on the other. Petty'’s
memorable statement of the law of rent is so worded as to
apply to all forms of tenure and to all stages of civiliza-
tion :—*“Suppouse a man could with his own hands plant a
certain scope of Land with Corn, that is, could Digg, or
Plough; Harrow, Weed, Reap, Carry home, Thresh, and
Winnow.so much as the Husbandry of this Land requires;
and had withal Seed wherewith to sow the same. I say,
that when this man hath subducted his sced out of the
proceed of his llarvest, and also what himself hath both
eaten and given to others in exchange for Clothes, and other
Natural necessaries; that the Remainder of Corn, is the
natural and true Rent of the Land for that year; and the
medinm of seven years, or rather of so many years as make
up the Cycle, within which Dearths and Plenties make their
revolution, doth give the ordinary Rent of the Tand in

Corn'.”

1 J'ares and Countributions, 1v. 18.

M. 11
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At the present day, m those parts of England wheie,
custom and sentiment count for least, and free competition
and enterprise for most 1 the bargammng for the use of
land, it 18 commonly understood that the lwndiord suppls,
and I some measwme mawntans, those improvements which
are slowly made and slowly worn out That being dune, he
requires of his tenant the whole producet’s surplus which the
land thus equipped 15 estimated to afford 1 a year of normal
harvests and normal prices, affcr deducting enough to replace
the farmer’s capital with normal profits, <o that the farme:
stands to lose 1 bad years and gamn 1n good years In this
estimate 1t 13 1mphicitly assumed that the farmer 1s a man of
noimal ability and enterprise for that class of holding, and
therefore, 1f he 115e9 above that standard, he will himself reap
the benefit, and 1if he falls below 1t will himself bear the loss,
and perhaps ultimately lcave the faim'

The so called English system has some disadvantages, but
when we come to compate 1t with other systems, we shall see
that 1t afforded great advantages to a countiry, winch pion
cered the way for the world m the development of fiee
entetprise, and which therefure was mmpelled early to adopt

all such changes as give fiecdom and wvigour, elastiaty and
strength,

1 In other words, that pait of the mcome derived from the land which the
landlord obtains, 1s govained, for all periods of modarate length m unly by the
market for the produce, with but little 2eference to the cost of providing the
various agents employed 1n raising 1t, and 1t therefore 15 of the natwmo of a
1ent. And that part which the tenant retains, 1s to be regarded, even for
short per1ods, as profits entering dnectly mnto the normal price of the produce;
because the produce would not be 1a1sed unless 1t were expected to yield those
profits The more fully therefore the distinetively Enghsh featmes of land
tenure aae developed, the more neaily 18 1t frue that the hne of dnvision be
tween the tenant s and the landloid s share coincides with the deepest and
most unpor tant line of clestage m economie theory
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CHAPTER X.
LAND TENURE,

§ 1. Ix early times, and in some hackward countries even
in our own age, all rights to property depend on guny sorms of
general understandings rather than on precise Land-tenure

have generally
laws and documents. In so far as those under- been based on
standings can bo reduced to definite terms and Partaerships.
expressed in the language of modern business, they are
generally to the following effoct:—The ownership of land
is vested, not in an individual, but in a firn of which one
member or group of members is the sleeping partner, while
another member or group of members (it may he a whole
family) is the working partner.

The sleeping partner is sometimes the ruler of the State,
sometimes he is an individual who inherits what was once
the duty of collecting the payments due to this ruler from
the cultivators of a certain part of the soil; but what, in
the course of silent time, has bocvme a right of ownership,
mote or less definite, more or less absolute. The sleeping
partner, or one of them, is generally called the proprietor, or
landholder or landlord, or even the landowner ; though this is
an incorrect way of speaking, when he is restrained by law
or custom from turning the cultivator out of his holding,
either by an arbitrary increase of the payments exacted from
him or by any other means'.

* Custom is however really more elastic than at first sight appears, as is
shown even by recent English history. Caution is therefore needed in
applying Ricardian analysis to modern English land problems as well as to

ithose arising out of more primitive systems of land tenure. See Principles V1.
2.2, 8. .
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§2. Tn a great part of Latin Europe the lanc is divided ,
inio holdings, which the tenant cultivates by the
Metayage or A . .
rental by labour of himself and his family, and some-
shares. times, though rarely, that of a few hired labour-
ers, and for which the landlord supplies buildings, cattle and,
sometimes even, farm implements. This system is called
Metayage. Its advantages are considerable when the holdings
are very small, the tenants poor, and the landlords not averse
to taking much trouble about small things: but it is not
suitable for holdings large enough to give scope to the enter-
prise of an able and responsible tenant. It isx commonly
associated with the system of peasant proprictorship; and we
may consider that next'.

The position of a peasant proprietor has great attractious,
The peasant 1 ¢ 1% free to do what he likes, he isx not worried
proprietor by the interference of a landlord, and the anxicty
lest another should reap the fruits of his work and self-
denial. His feeling of ownership gives him self-respect, and
stability of character, and makes him provident and tem-
perate in his habits. He is scarcely ever idle, and seldom
regards his work as mere drudgery; it is all for the land
that he loves so well.

“The magic of property turns sand into gold,” said
Arthur Young. It undoubtedly has done so in many cases
in which the proprietors have been men of exceptional energy.
But such men might perhaps have done as well or better if
their horizon had not been limited to the narrow hopes of a
peasant proprietor. For indeed there is another side to the
is generally an picture. “Land,” we are told, ‘is the best
is';‘l’;:;i:;’fe‘;‘f savings-bank for the working man.” Sometimes
cient worker it is the second best. But the very best is the
energy of himself and his children; and the peasant pro-

1 Metayage enables a poor man to get the use of capital at a low charge,
and to have more freedom and responsibility than a hired labourer, though
less than an English farmer. It is a form of Co-operation.
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, prietors’ t-loughts are so full of the one that they often
starve the other. Many even of the richest of them stint
the food of themselves and their families: they pride them-
selves on the respectability of their houses and furniture;
but they live in their kitchens for economy, and ave practically
worse housed and far worse fed than the Dbetter class of
English cottagers. And the poorest of them work hard
during very long hours, but do not really get through much
work, because they feed themselves worse than the poorest
English labourers. They do not understand that wealth is
useful only as the means towards a real income of happiness ;
they sacrifice the end to the menns.

And it must be recollected that the Inglish lahourers
represent the failures rather than the successes .

. and he is not
of the English system. They are the descendunts so wel repre-
of those who for many successive generations ﬁg;f‘{v’o‘;l;];:
have not availed themselves of the opportunities the Englishla-
by which their abler and more adventurous bourer.
neighbours were rising to leading posts at howme, and, what is
far more important, were acquiring the fee simple of a great
part of the surface of the globe. Of ihe causes which have
contributed to make the English race the chief owners of the
New World, the most important is that bold enterprise which
hias made a man, who is rich enough to be a peasant proprietor,
generally refuse to be content with the humdrum life and the
narrow income of a peasant. And among the causes which
have fostered this enterprise, none is more important than
the absence of the temptations to wait about for a pelty
inheritance, and to marry for the sake of property rather
than in the free exercise of individual choice—temptations
which have often dulled the cnergy of youth in places in
which peasant properties have predominated.

Tt is partly in consequence of the absence of these temp-
tations that the “farmers” of America, though e American
they are men of the working class cultivating farmer.
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their own land with their own hands, do not resembls, “peasant .
proprietors’.” They invest their income freely and wisely in
developing the energies of themselves and their children;
and these energies constitute the chief part of their capital,
for their land generally is as yet of but little value. Their
minds are always active, and though many of them have
little technical knowledge of agriculture, their acuteness and
versatility enable them to find out almost unerringly the hest
solution of the problem immediately before them.

That problem is generally to uobtain a produce large in
American  Proportion to the labour spent on it, though
methodsof  small in proportion to the abundant land at their
cultivation.  isposal. In sume parts of America however, in

which land is beginning to get a scarcity value, and in which
the immedinte neighbourhood of good markets is making an
intensive eultivation profitable, the methods of farming and
of tenure are rearranging themselves on the English model.
And within the last few years there have been signs of a
tendency on the part of native Americans to hand over to
persons of recent European origin the farms of the West, as
they have already done the farms of the Huast, and as they
did long ago the textile industries,

§ 3. Let us then turn to the English system of tenure,
The English Faulty und harsh as it has been in many respects,
system it yet had a great power of stimulating and econo-
mizing that euterprise and energy, which, aided by England's
geographical advantages and freedom from devastating wars,
gave her the leadership of the world in Manufacture and
Colonization and, though in a less marked degree, in Agri-
culture. England has leurnt lessons in agriculture from

1 Three-fourths of the farms in the United States are cultivated by their
owners; and only ouc-third of fhe remainder is held by tenants under the
English plan, while twe-thirds are in & position somewhat similar to that of
Metayers, except that they hold under definite contracts which are hut little
influenced by custom.
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many com‘tries and especially the Netherlands; but on the
* whole she has taught far more than she has learnt. And
there is now no country except the Netherlands, which ean
compare with her in the amount of produce per acre of fertile
land ; and no country in Europe which obtains nearly so high
returns in propertion to the lahour expended in getting them.
The chief mevit of the system is that it enables the land-
lord to keep in his own hands the responsibility
enables the
for that part and only that purt of the property iandiord = ¢g
which he can look after with but little trouble to :‘a‘gft'nyl ;‘;::
himself, and little vexation to his tenant, His which he can
part consists of land, buildings and permanent keep control;
improvements; and averages in England five times that which
the farmer has to supply himself. The landlord is willing to
supply this five-sixths of the necessary capital at a net rent,
which seldom gives as much as three per cent. interest on
its cost; and there is no other business in which the enter-
prising undertaker can borrow what capital he wants at 80 low
a rate, or can often horrow so large a purt of his capital ab any
mde ad all
The second merit of the FEnglish system, which partly
follows fromn the first, is that it gives the land- .
lord considerable freedom in the selection of an is:ﬁi;:f;‘gl‘:
able and respunsible tenant.  But it is true that :'5:‘:3?,.“
his good and bad qualities alike often tend to )
prevent his selecting tenants on strictly commercial principles,
He seldom goes far afield for a new tenant: and until quite
recently, he has seldom given fucilities for an able working
man, similar in character to the American farmer, to make g
start on a small farm which he can cultivate with his awn
hands and those of his family and a few hired men'.
§ 4. 'We may next inquire h(:\v far those general ten-

1 The English systera oun the whole tends to promote the discovery and the
diffusion of improved methods: but even in England progress in agricultuye is
slower than in manufactures.
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dencies towards production on a large scale, which tve studied
in Book 1v., are applicable to agriculture under modern
English conditions.

Firstly, agriculture must he spread over the broad land :
Special con- T8V material can be brought to the manufacturer
ditions of agri- for him to work on; but the agriculturist must
culture. seek his work. Again, the workers on the land
must adapt their work to the seasons, and can seldom confine
themselves entirely to one class of work; and in consequence
agriculture, even under the English system, cannot move fast
in the direction of the methods of manufacture.

But yel there are considerable forces tending to push it
in that direction. The progress of invention is constautly
increasing the number of serviceable, but expensive machines,
for most of which a small farmer ean find employment during
only a very short time. He may hire some of them from
people who make it their business to undertake steam plough-
ing and thrashing; but there are many, the use of which ean
bhe got only by co-operation with his neighbours; and the
uncertainties of the weather prevent this plan from working
very smoothly in practice.

Again, the farmer must go beyond the results of lhis own

! is f: Y 51 3 . . o
It affords an and his father's experience in order to keep

increasing abreast of the changes of the day. He should be
scope for high .

business able to follow the movements of agricultural
ability.

science and practice closely enough to see their
chief practical applications to his own farm. To do all this
properly requires a trained and versatile mind ; and a farmer
who has these ualities could find time to divect the general
course of the management of several hundred, or even of
several thousand acres ; and the mere superintendence of his
men's work in matters of detail is not a tusk fitting for him.
The work which he ought to do is as difficult as that of a
large manufacturer; and he would never dream of spending
his own strength on minute supervision which he can easily
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, hire suborflinates to do. A farmer who can do this higher
work, must be wasting his strength on work that is beneath
him, unless he employs many gangs of workmen, cach of them
under a responsible foreman.  But there are not many farms
which give scope for this, and theve is therefore very little
inducement for really able men to euter the business of
farming : the best enterprise and ability of the country gene-
rally avoid agriculture and go to trades in which there is
room for a man of first-rate ability to do nothing but high
class work, 10 do a great denl of it, and therefore to get high
Earnings of Management.

The experiment of working farms on a very large scale is
difficult and expensive ; because, to be tried properly, it would
require farm buildings and means of communieation specially
adapted to it; and it would have to overcome a good deal of
resistance from custom and sentiment not altogether of an
unhealthy kind. The risk also would be great; for in such
cases those who pioncer often fail, though their route when
well trodden may be found to be the easiest and best.

If » furm is not very large, and if, as is often the case, the
farmer has no greater ability and activity of . o
mind than is commonly to be found among the who warks
better class of working foremen in manufactures, with his men.
then it would be best for others, and in the long run for him-
self, that he should return to the old plan of working among
his men. Perhaps also his wife might return to some of those
lighter tasks in and near the faurmbouse which trudition
ascribes to her. They require discretion snd judgment, they
are not inconsistent with education and culture; and combined
with it they would raise and not lower the tone of her life,
and her real claims to a good social position.  There is some
reason for thinking that the stern action of the principle of
natural selection is now displacing those farmers, who have
not the faculty to do difficult head-work, and yet decline to
do hand-work. Their places are heing takon by men of more
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than average natural ability who, with the help (f modern
education, are rising frum the ranks of labourers; who are
quite able to manage the ordinary routine work of a model
farm; and who are giving to it a new life and spirit by
calling their men to come and work, instead of telling them
to go and work. Very large farms being left out of view, iy
is with rather small farms worked on these principles that
the immediate future of Lnglish agriculture seems to lie.
Verysmant  Yery smull holdings however have great advan-
holdings.  {aues wherever so much care has to be given Lo
individual planis, that wachinery is out of place; and there
is reason for hoping that they will continue to hold their own
in raising vegetables, flowers and fruit.
§ 5. We may next eonsider how far landlords will in
. their own interest adjust the size of holdings to
The interests i
of landlords the real needs of the people. Small holdings
;:guc °£s :_'e‘f often require more expensive buildings, rvads
gards  small and fences, and involve greater trouble and in-
holdings. .
cidental expenses of management to the land-
lord in proportion to their acreage than do large holdings;
and while a large farmer who has some rich land can turn
puoor suils to good account, small holdings will not flourish
generally except on good soil'.  Their gross rental per acre
must therefore always be at a higher rate than that of large
farms., But it is contended that, especially when land is
heavily burdened by settlements, lundlords are unwilling to
incur the expense of sulklividing furms, unless they see their
way to rents for small holdings that will give them, in
addition to high profits on their outlay, a heavy insurance

1 The interpretation of this term varies with local conditions and individual
wants, On permanent pasture land near a town or an indnstrial district the
advantages of small holdings are perhaps at their maximuin, and the disad-
vantages at their minimum.  If %he land is arable, it 1ust not be light, but
strong, and the richer the better ; and this is especially the ease with holdings
so small as to make much use of the spade. If the land is hilly and broken
the small caltivator loses but little from his want of connmuand of machinery.
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, fund agn.iisb the chance of having to throw the holdings
together again ; and that the rental for small holdings, and
especially for those of only a few acres, is extravagantly high
in many parts of the country. Sometimes the prejudices of the
landlord and his desire for undisputed authority make him
positively refuse to sell or let land to persons who are not in
harmony with him on social, political or religious questions;
but it seems certain that evils of this kind have always
been confined to a few districts, and that they are rapidly
diminishing.

But they rightly attract much attention. For there is a
public need for small holdings, as well as large, in every
district. They increase the number of people who are
working in the open air with their heads and their hands: and
by giving the agricultural labourer a stepping-stone upwards,
they tend tu prevent him from being compelled to leave agri-
culture: to find some scope for his ambition, and thus check
the great evil of the continued flow uf the ablest and bLravest
farm lads to the towns,

Morevver very small holdings, which can he worked by
people who have some other ovccupation, and also
allotments and large gardens, render great services
to the State, as well as to those who cultivate them. They
break the monotony of existence, they give a healthy change
from indoor life, they offer scope for variety of character and
for the play of funcy und imagination in the arrangement of
individual life; they afford a counter attraction to the grosser
and baser pleasures; they often enable a family to hold
together that would otherwise have to separate; under
favourable cunditions they improve considerably the material
condition of the worker; and they diminish the fretting as
well as the positive loss caused by the inevitable interruptions
of their ordinary work. '

And lastly though peasani proprietorship, as a system, is
unsuited to the economic conditions of England, to her soil,

Allotmentg,
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her climate and the temper of her people, yet thers are a few
There should Peasant proprietors in fingland who arc perfectly
be no arificial happy in this condition; and there are a few
;:::::::-e sp,-.t: others who would buy small plots of land and
perties. would Jive happily on them, if they could get just
what they wanted where they wanted it. Their temper is
such that they do not mind working hard and living sparely,
provided they need call no one master; they love quiet and
dislike excitement ; and they have a great eapacity for growing
fond of land. Reasonable opportunity should be given to
such people to invest their savings in small plots of land, on
which they may raise suitable crops with their own hands;
and at the very least the pre<ent grievous legal charges on the
transfer of small plots should be diminished?,

Co-operation might scem likely to flourish in agriculture
Co-operation  and to combine the economies of production on a
in agriculture. j,; 00 cale with many of the joys and the social
gains of small properties. But it requires habits of mutual
trust and confidence ; and unfortunately the bravest and the
boldest, and therefore the most trustful, of the countrymen

1 The evsdence befone the commutice on small koldings, 1906 [Cd 3278)
discusses vay fully the advantages and disadvantages of ownership for small
holders; with appmently o halance of opmion aganst cwnerslup, In 190t
there were m (heat Butam 111.000 holdings hetween 1 and 3 acres; 233,000
between 5 and 30 aces; 130,000 hetween 50 and 300; and 18,000 above
400 actes. Small holdings, and even allotments, merease the number of people
who are worthing 1 the open an with thewr heads and thew hands they gne
to the agnicultural labow a1 a steppugg stone upnwards, prevent nm trom homge
compelled to leave agriculture to find some scope for his ambition, and thus
check the great evil of the continued flow of the ablest and iavest farm lads
to the towns They Ineah the wonotony of evstence, they give a healthy
change from indoor hife, they offer scope for varicty of ehaineter and for the
play of fauey and mmagination in the arrangement of individual Life; they
afford a counter athiaction to the grosser and baser pleasures; they often
enable a family to hold together that would otherwise have to separnte; under
favomable conditions they immove considerably the materal condition of the
worker; and they dumnish the fretting as well as the positive loss caused by
the mevitable interruptions of their ovdmary work
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have alwayk moved to the towns. Denmark, ltaly, Germany,
and lastly Ireland have however led the way in a movement
which seems full of promise fur organized co-operalion in the
handling of dairy produce, in the making of hutter and cheese;
in buying furmers’ requisites and in sclling farmers’ produce:
and Britain is following in their wake. The movement is
however of limited scope: it scarcely touches work in the
field itself.

§6. TFinally a word may be said as to private and public
interests with regard to open spaces in towns.
Whaketield and the American cconomists have fv‘;:f!i‘“pm;‘i’;
taught us how a sparsely inhabited new district and private
. . interests in
is enriched by the advent of every new settler. he matter of
The converse truth is that a closely peopled building on

P e e s pen spaces,

district is impoverished by everyone who adds a
new building or raises an old one higher. The want of air
and light, of peaceful repose out-of-dours for all ages and of
healthy play for children, exhausts the energies of the best
blood of England which is constantly flowing towards our
large towns. By allowing vacant spaces to be built on reck-
lessly we are committing a great blunder from a business
point of view, since for the sake of a little material wealth
we are wasting those energies which are the factors of pro-
duction of all® wealth; and wo are sacrificing those ends
towards which material wealth is only a means. It is a
ditticult. question to decide how far the expense of clearing
open spaces in land already built on should fall on the
neighbouring owners; but it seems right that for the future
overy new building erected, save in the open country, should
be required to contribute in money or in kind towards the
expenses of open places in its neighbourhood.
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CHAPTER XL

GENERAL VIEW OF DISTRIBUTION.

§ 1. Tue argument of the preceding ten chapters may
now be brought to a head. It falls far short of a complete
solution of the problem before us: for that involves questions
relating to foreign trade, to fluctuations of credit and employ-
ment, and to the influences of associated and collective action
in its many forms. But yet it extends to the broadest and
deepest influences which govern distribution and exchange,

To bhegin with, we have seen that there is & gemoral
correspondence between the causes that govern the supply
prices of material and of personal capital: the ¢ mparison
motives which induce a man to accumulate of conditions

. . . . g of normal
personal capital 4n his son’s education, are supply of
simjlar to those which control his accumulation :;:ﬁ:iflin d
of material capital for his son. There is a con- industrial
tinuous transition from the father who works T™"&"
and waits in order that he may bequeath to his son a
rich and firmly-established manufacturing or trading business,
to one who works and waits in order to support his son while
he is slowly acquiring a thorough medical education, and
ultimately to buy for him a lucrative practice. Again, there
is the same continuous transition from him to one who works
and waits in order that his son may stay long at school; and
may afterwards work for some time almost with‘?ut pay while
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learning &g skilled trade, instead of being forced te support
himself early in an unskilled occupation, such as that of an
errand-boy. Tor such occupations, because they lead the way
to no future advance, sometimes offer comparatively high
wages to young lads.

It is indeed true that as society is now constituted, the
only persons, who are very likely to invest much in developing
the personal capital of a youth's abilities are his parents: and
that many first-rate abilities go for cver uncultivated because
no one, who can develop them, has had any special interest
in doing so. This fact is very important practically, for its
effects are cumulative ; that is, the deficiency in education of
one generation is likely to impair the education of the next,
and that again of the generation which follows it, and so
on, cumulatively. Bubt it dues not give rise, as has been
supposed, to a fundamental difference between wmaterial and
human’ agents of production: for it is analogous to the fact
that much good land is poorly cultivated because those who
would cultivate it well have not access 1o it.

Again, since human heings grow up slowly and are slowly
worn out, and parents in choosing an occupation for their
children must as o rule look forward a whole generation,
changes in demand take a longer time to work out their full
offects on supply in the case of human agents than of most
kinds of material appliances for production; and a specially
long period is required in the case of labour to give full play
to the economic forces which tend to bring about a normal
adjustment between demand and supply’.

§ 2. The efficiency of human agents of production on
the one hand, and that of material agents on the .

. : Business men
other, are weighed against one another and com- weigh the
pared with their costs; and each tends to be e o
applied as far as it is more efticient than the other industrial
in proportion to ity cust. A chief function of classes;

1 Cou_lp. IV. v. vr. vir. aud x1r. ; and VI, 1v. v. and vir
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business enterprise is to facilitate the free actfn of this
great principle of substitution. Generally to the public benefit,
but sometimes in opposition to it, business men are constantly
comparing the services of machinery, and of labour, and
again of unskilled and skilled labour, and of extra foremen
and managers ; they are constantly devising and experiment-
ing with new arrangements which involve the use of different
factors of production, and selecting those most profitable to
themselves?.

The efficiency as compared with the cost of almost every
class of labour, is thus continually being weighed in the
and give balance in one or more branches of production
;fie::i;'l’e"gf against some other classes of labour: and each
substitution,  of these in its turn against others. This compe-
tition is primarily “vertical:” it is a struggle for the field of
employment between groups of labour belonging to different
grades, but engaged in the same branch of production, and
inclosed, as it were, between the same vertical walls. But
meanwhile “horizontal” competition is always at work, and
by simpler methods: for, firstly, there is great freedom of
movement of adults from one business to another within each
trade; and secondly, parents can generally introduce their
children into almost any other trade of the same grade with
their own in their neighbourhood. By means of this combined
vertical and horizontal competition there is an effective and
closely adjusted balance of payments to services as between
labour in different grades; in spite of the fact that the labour
in any one grade is mostly recruited even now from the
children of those in the same gradeZ

The working of the principle of substitution is thus chiefly
indirect. 'When two tanks containing fluid are joined by a
pipe, the fluid, which is near the pipe in the tank with the
higher level, will flow into the other, even though it be rather

1 Compare VI 1. 6, and vII. 2.
3 Compare IV, vi. 5; and VL. v. 2.
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viscous ; 4nd thus the general lovels of the tanks will tend
to be brought together, though no fluid may flow from the
further end of the one to the further end of the other; and
if several tanks are connected by pipes, the fluid in all
will tend to the same level, though some tanks have no
direct connection with others. And similarly the principle
of substitution is constantly tending by indirect routes to
apportion earnings to efficiency hetween trades, and even
between grades, which are nol directly in contact with one
another, aud which appear at first sight to have no way of
competing with one another.

§ 3. There is no breach of continuity as we ascend from
the unskilled labourer to the skilled, thence to the foreman,
to the head of a department, to the general gyt as regards
manager of a large business pz.mid partly by a theworkofl
share of the profits, to the junior partner, and themselves
lastly 4o the head partner of a large private j }’:::;it:;:;y
business : and in a joint-stock company there is organized.
even somewhat of an anfi-climax when we pass from the
directors to the ordinary shareholders, who undertake the
chief ultimate risks of the business. Nevertheless business
men, those who undertake business enterprises, are to a
certain extent a class apart.

For while it is through their conscious agency that the
principle of substitution chiefly works in balancing one factor
of production against another ; with regard to them it has no
other agency than the indirect influence of their own com-
petition. So it works blindly, or rather wastefully ; it forces
many to succumb who might have done excellent work if
they had been favoured at first: and, in conjunction with the
law of increasing return, it strengthens those who are strong,
and hands over the businesses of the weak to those who have
already obtained a partial monopoly.

But on the other hand there is also a constant increase
in the forces which tend to break up old monopolies, and
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to offer to men, who have but little capital of fheir own,
openings both for starting new businesses and for rising intc
posts of command in large public and private concerns; ang
these forces tend to pubt business abiity in command of the
capital required to give it scope.

On the whole the work of business management is done
cheaply—not indeed as cheaply as it may be in the future
when men’s collective instincts, their sense of duty and their
public spirit are moic fully developed; when souety exerts
itself more to develop the latent faculties of those who are
born in a humble station of life, and to diminish the secrecy
of business , and whon the more wasteful forms of speculation
and of competition are held in check. But yet it is done
8o cheaply as to contribute to production more than the
equivalent of its pay. For the business undertaker, like the
skilled artisan, renders services which society needs, and
which it would probably have to get done at a gher cost
if he were not there to do them'.

The ablest business men are generally those who get the
highest profits, and at the same time do their work most
cheaply ; and it would be as wasteful 1f society were to give
their work to inferior people who would undertake to do it
more cheaply, as it would be to give a valuable diamond to he
cut by a low waged but unskilled cutter.

The similarity between the causes that determine the
normal rewards of ordinary ability on the one hand, and of

business power in command of capital on the
Contrasts

between other, does not extend to the fluctuations of
cpowanons  their current earnings. For the employer stands

profits and a3 g buffer between the buyer of goods and all
ges the various classes of labour by which they are

1 We postpone a cutiasm of the contention of the socialists that 1t would
be better for the State to take the work into 1ts own hands and hire busmess
manages to conduct 1t and we postpone & study of those forms of specula

tion and commercial petition wluch are not benefival to souicty, aud
perhaps are even harmful

t
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made. L} receives the whole price of the one and pays the
whole price of the others. The fluctuations of his profits
go with fluctuations of the prices of the things he sells,
and are more extensive: while those of the wages of his
employees come later and are less extensive. The earnings
at any particular time of his capital and ability are some-
times large, but sometimes also a negative quantity: whereas
those of the ability of his employees are never very large,
and are never a negative quantity. The wagereceiver is
likely to suffer much when out of work; but that is because
he has no reserve, not because he is a wage-receiver’.

§ 4. Returning to the point of view of the second chapter
of this Book, we may call to mind the double relation in
which the various agents of production stand to one another.
On the one hand they are often rivals for em- ppe agents
ployment ; any one that is more efficient than of production
another in proportion to its cost tending to be source of
substituted for it, and thus limiting the demand §mPloyment
price for the other. And on the other hand another.
they all constitute tho field of employment for each other:
there is no field of employment for any one, except in so far
as it is provided by the others: the national dividend which
is the joint product of all, and which increases with the supply
of each of them, is also the sole source of demand for each
of them.

Thus an increase of material capital causes it to push its
way into new uses; and though in so doing it may occasion-
ally diminish the field of employment for manual labour in &
few trades, yet on the whole it will very much gow ga
increase the demand for manual labour and all increase

. . R of capital
other agents of production. For it will much enriches the
increase the national dividend, ,which is the ficld for the

. employment
common source of the demand for all ; and since of labour.

1 Compare VL 1v. 6.
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by 1its mcrewed competition for employment 1t %l have
forced down the 1ate of interest, therefore the jomnt product
of a dose of capital and labowr will now be divided more 1n
favour of labour than befoie Thus, the chief benefit which
capital confers upon labour 1s not by opening out to 1t new
employments, but by incteasing the jomnt product of land,
labour and capital (or of land, labour and waiting), and by
1educing the share of that product which any given amount
of capital (or of waiting) can claam as 1ts 1eward’

§ 5 In discussing the influence which a change in the
supply of woik of any one industiial group exerts on the
field of employment foir othet kinds of labou1, there was no
need to raise the question whether the imeciease

In-rease £

in number of work came from in inctewse 1in the numbers
or efficiency

of any groap O 1B the efhiciency of those mn the gioup for
of warkers that question 15 of no dmect concern to the
m relation 1 T h h d
to wages of  Obthers n ewther case thete 15 the same a
themselves ;)01 to the national dividend 1n erther caso
and others

competition will compel them to force themselses
to the same extent into uses m wiinch then mairginal utility 1
lower, and will thus lessen to the same extent the share of
the joint product which they ae able to claim mn retwin for
& given amount of work of 1 given kind

1 The new demand for 1ibom will | ity take the form of the opeming out
of new undertakings wlich litherto could not have paid then way It will
for mstance, lead to the making of 1ulw 135 and w waworks m distriets which
arenot very 11ch nd which would have continued to diag then goods 1long
10ugh roads, and dian up then water fiom wells, if people had not been 1ble
and wiling to support labom shile maling 1a1lway embankments and water
condmits and to wait for the frmts of their investment long and for a 1elatively
lowenard

Another pmit of {his new demand for labour will come fiom the malers of
new and moie expensive machinery m all nanches of production I'or when
1t 18 smid that machimnery 1s substituted for 11bour, this means that one class of
labour combined with much waitng 15 substituted for another combimed with
less warting  and for this 2eason alon, 1t would be mnpossible fo substitute

capital for labour 1 geneinl, eacept iudecd locally by the nnporiation of
capital from other places
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But t-ie question is of vital importance to the members
of that group. For, if the change is an increase of one-tenth
in their average efficiency, then each ten of them will have
as high an aggregate income as each eleven of them would
have if their numbers had increased by one-tenth, their
efficiency remaining unchanged.

This dependence of the wages of each group of workers on
the numbers and efficiency of others is a special case of the
general rule that the environment (or Conjuncture) plays a
part at least coordinate with a man’s energy and ability in
governing that net product to which his wages ever approxi-
mate under the influence of competition.

The net product to which the normal wages of any group
of workers approximate, must be estimated on the assumption
that production has heen pushed to that limit at which the
output can be just marketed with normal profits, but not
more :“and it must be estimated with reference to a worker of
normal eflicicncy whose additional output repays the employer
with normal profity, but not more. (Something must be added
to or subtracted from this net product to find the normal
wages of a worker whose efficiency is more or less than
normal.) The time chosen must be one of normal prosperity ;
and when the supplies of different kinds of labour are
relatively appfopriate. For instance if the building trade
is exceptionally depressed, or exceptionally prosperous: or
if its development is checked by an inadequate supply of
bricklayers ovr carpenters, while the supply of other classes
of building operatives is superabundant, then the occasion
is one which does not afford a convenient opportunity for
estimating the relations of net product to normal wages of
either bricklayers or carpenters,
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CHAPTER XII
THE INFLUENCE OF PROGRESS ON VALUE.

§ 1. TaE field of employment which any place offers for
lubour and capital depends firstly on its natural
3,‘,‘,;,’;‘,‘,,‘.‘,’,:,& resources; secondly, on the puower of turning
for capital and them to good account, derived from its progress
abour . . ) R
in knowledge and in social and industrial organi-
zation ; and thirdly, on the access that it has to markets in
which it can sell those things of which it has a superfluity.
The importance of this last condition is often underrated; hut
it stands out prominently when we look at the history of new
countries.
Tt is commonly said that wherever there is abundance of
good land to be had free of rent, and the climate
Is et always s not unhealthy, the real carnings of lahour and
countries the interest on eapital must both be high. But
which have no . . R .
good access to this is only partially true. The enrly colonists of
e e, Amerien lived very hardly. Nature gave them
wood and meat almost free: hut they had very
few of the comforts and luxuries of life. And even now there
are, especially in South America and Africa, many places to
which Nature has been abundantly generous, which are never-
theless shunned by lnbour and capital, because they have no
ready communications with the rest of the world. On the
other hand high rewards may be offered to capital and labour
by a mining district in the midst of an alkaline desert, when
once communications have' been opened up with the outer
world, or again by a trading centre on a barren sea-coast;
though, if limited to their own resources, they eould support
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but a scaryy population, and that in abject poverty. And the
splendid markets which the Old World has offered to the
products of the New, since the growth of steam-communi-
cation, have rendered North America and Australia the
richest large fields for the employment of capital and labour
that there have ever been.

But after all the chief cause of the modern prosperity of
new countries lies in the markets that the old .

Old countries
world offers, not for goods delivered on the spot, offer a market
but for promises to deliver goods at a distant 5, morteages
date. A handful of colonists having assumed comesofanew

. . country,
rights of perpetual property in vast tracts of

rich Jand, are anxious to reap in their own generation its
future fruits; and as they cannot do this directly, they do it
indirectly, Ly selling in return for the ready goods of the old
world promises to pay much larger quantities of the goods
that their own suil will produce in a future

generation. In one form or another they mort- :::ueﬂ;e infias
gage thei.r new propterby to the olfl world at :{\:ﬁ‘l’é‘;} into
a very high rate of interest. Englishmen and

others, who have accumulated the means of present enjoy-
ment, hasten to barter them for larger promises in the future
than they can get at home: a vast stream of capital flows
to the new codntry, and its arrival there raises the rate of
wages very high. The new capital filters but slowly towards
the outlying districts: it is so scarce there, and so many
persons are eager to have it, that it has often commanded for a
long time two per cent. a month, from which it has fallen by
gradual stages down to six, or perhaps even five per cent., a
year.

For the settlers heing full of enterprise, and seeing their
way to acquiring private title—deec.ls to property . .. orinal
that will shortly be of great value, are eager to wages very
become independent undertakers, and if possible high.
empluyers of others; so wage-earners huve to be attracted by
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high wages, which are paid in a great measure out 4 the com.
modities borrowed from the old world on mortgages, or in
other ways. It is, however, difficult to estimate exactly the real
rate of wages in outlying parts of new countries. The workers
are picked men with a natural bias towards adventure ; hardy,
resolute, and enterprising; men in the prime of life, who do
not know what illness is; and the strain of one kind and
another which they go through, is more than the average
English, and much more than the average European labourer
could sustain. There are no poor among them, because there
are none who are weak : if anyone becomes ailing, he is forced
to retire to sume more thickly-peopled place where there is
less to Le earned, but where also a quieter and less straining
life is possible. Their earnings are very high if reckoned in
money ; but they have to buy at very high prices, or altogether
dispense with, many of the comforts and luxuries which they
would have obtained freely, or at low prices, if they had lived
in more settled places. It is however true that many of
these things are of but little real utilily, and can be easily
foregone, where no one has them and no vne expects them.
As population increases, the best situations being already
occupied, nature gives generally less return of
As time goes . . 3 .
on though the TaW produce to the marginal effort of the culti-
;?ﬂsh?ﬁg g:-_ vators; and this tends a little o lower wages.
turn may not But even in agriculture the Law of Increasing
::r::;;,g veY Return is constantly contending with that of
Diminishing Return, and many of the lands
which were neglected at first, give a generous response to
caveful cultivation ; and meanwhile the development of roads
and railroads, and the growth of varied markets and varied
industries, render possible innumerable economies in pro-
duction. Thus the actions of the Laws of Increasing and
Diminishing Return appear pretty well balanced, sometimes
the one, sometimes the other being the stronger. There is
no reason 50 far why the wages of labour (of a given effici-
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,ency) shovdd fall.  For if, taking one thing with another, the
Law of Production is that of Constant Return, there will he
no change in the rewand to be divided between a dose of
capital and labour; that is, between eapital and labour work-
ing together in the same propurtions as before. And, since
the rate of interest has fallen, the share which capital takes of
this stationary joint reward is less than before ; and therefore
the amount of it remaining for labour is greater’.

But whether the Law of production of commodities be
one of Constant R(_at,urn or not, that 0? the pro- the influx of
duction of new title-deeds to land is one of capitat be-
rapidly Diminisning TReturn. The influx of ::::1;55;:::; .
foreign capital, though perhaps as great as ever, andwagestend
becomes less in proportion to the population ; to fall.
wages are no longer paid largely with commodities borrowed
from the old world: and this is the chief reason of the sub-
sequent fall in Real Efficiency wages; that is, in the neces-
saries, comforts and luxuries of life which can be earned by
work of a given efliciency. But there are two other causes
tending to lower average daily wages measured in money.
The first is, that as the comforts and luxuries of civilization
increase, the average efliciency of labour is lowered by the
influx of immigrants of a less sturdy character than the earlier
settlers.  And‘the second is, that many of these new comforts
and luxuries do not enter directly into money wage, but are
an addition to it

1 Of course the aggregate share of captal may have increased. For
instance, while labour has doubled capital may have quadrupled, and the rate
of interest may be two-thirds of what it was: and then, though each dose of
capital gets a lower reward by one-third, and leaves for labour a larger
share of the joint product of a dose of capital and labour, the aggregate share
of capital will have risen in the ratio of eight to three. Much of the argument
of Mr Henry George’s Progress and Pme: ty is vitiated by his having over-
looked this distinction.

2 We took account of them when arriving at the conclusion that the action
of the Law of Increasing Retmrn would on the whole countervail that of
Diminishing Return: and we vught to count them in at their full value when



330 BOOK VI. CH. XIL § 2.

§ 2. The influence which access to distant mn.riiets exerts
on the growth of the National Dividend has beei. conspicu-
ous in the history of England also.

For more than a hundred years she has pursued with

energy those manufacturing industries which
England has = ovq an Increasing Return to increasing capital
exchanged o =] B
manufactures and labour. She has exported goods that are
for goods that B
obey the Law Inade the more easily, the larger the scale on
gg‘i"r‘:"is"i“g which they are produced, in exchange for soine

raw produce that could not be casily raised in
her own climate, and for some grain and meat which she
could not have produced for herself, except by a cultivation
of her land so intensive as to call the Law of Diminishing
Return strongly into operation. For a long time her exports
met with little effective competition. But as the century
wore on, other nations developed their manufactures, and

Englishmen are no longer able to get in.return
She hasgradu- .
ally lost her 10T, say, a hale of calico as much of the produets
partial mono- f Liuckward countries as before. At one time
poly .

they could get for the calico nearly as much as
would have the same cost of production in that backward
country as a similar bale ; and every improvement in England’s
arts of manufacture would have inereased considerably the
amount of foreign gouds she could have brought back in

return for the product of o given quantity of
and now gains . N
but hittle so far 1€ ownt Jabour and capital.  But now every im-
asforeigntrade prgvement in manufacture spreads itself quickly
is concerned .
from improve- over the Western World, and causes additional
e e, Mman* hales of cotton to be offered to backward coun-

tries at a cheaper and still cheaper rate. Those

tracing the changes in Real wages. Many historians have compared wages at
different epochs with exclusive reference to those things which have always
been in common consumption. But from the nature of the case, it is just
these things to which the Law of Diminishing Return applies; and which tend
to become searce as population increases. The view thus got is one-sided and
misleading in its general effect.
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countries nin much, while England herself gains but little
from the ix!)prove-ment and the cheapening of the manufacture
of the goods that she sends them.

And she fares even worse with the guods that she sends to
other manufacturing countries and especially to America.
The amount of wheat which can be bought in Illinois with a
ton of steel cannol he more than the produce of as much
capital and labour as would make a ton of steel in Ilinois by
the new processes; and therefore it has fallen in the same
proportion as the efliciency of English and American labour
in making steel has increased. Tt is for this renson, as well
as because of the heavy taviffs lovied on her goods by many
countries, that in spite of England’s large trade, the progress
of invention in the manufacturing arts has added less than
might have been otherwise expected to her real National
Tneome or Dividend.

Tt is no slight gain that she can make cheaply clothes
and furniture and other commodities for her own use: but
those improvements in the arts of manufacture which she
has shared with other nations, huve not directly increased
the amount of raw produce which she can obtain from other
countries with the product of a given quantity of her own
capital and labour.  Probably morve than three-fourths of the
whole benefit she has derived from the progress of manu-
facture during the present century has been g ope pains
through its indirect influences in lowering the much from the

cheapening of
cost of transport of men and goods, of water and transport of
light, of electricity and news; for the dominant various kinds
economic fact of our own age is the development not of
the Manufacturing, but of the Transport industries. It
ix these that are growing most rapidly in aggregate volume
and in individual power, and which are giving rise to
most anxious questions as to the tendencies of large capitals
to turn the forces of cconomic freedom to the destruction
of that freedom: but, on the other hand, it is they also which
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have done by far the most towards increa.sing!;iEngla.nd’s
wealth.

One effect of this cheapening of transport has been that,
while a century ago the goods which England gained by
foreign trade were chiefly the luxuries of the well-to do, they
now consist largely of bulky commodities and especially wheat

and other kinds of simple food. And thus
::?;‘:s;?i':uy although England’s guins from her foreign trade
onthepricessf niay not have been increasing quite in pro-
common food. R . .

portion to the great increase in its volume, the
additions which it lias made to the real purchasing power of
the wages of the working clusses have been very great and
constantly increasing.

§ 3. The influence, which the improvement of ihe means

and the arts of transport has exerted in this
Influence of .
progressonthe direction, has been aided by two great changes.
Laf‘;::el::;‘i’:; The first is the adoption of Free Trade:in the
commodities: 1niddle of this century; and the second is the
vis. graim, subsequent development of the Mississippi valley
and the Far West of America, which are especially suited for
growing the grain and the meat, that constitute the chief
food of the English working man.

The only parts of America that were thickly peopled fifty
years ago were illsuited for growing wheat ; und the cost of
carrying it great distances by land was prohibitive. The
labour value of wheat—that is the amount of labour which will
purchase a peck of wheat—was then at its highest point, and
now is at its lowest. It would appear that agricultural wages
have been generally below a peck of wheat a day; but that
in the first half of the eighteenth century they were about a
peck, in the fifteenth a peck and a half or perhaps a little
more, while now they are two or three pecks'.

1 Rogers’ estimates for the Middle Ages are higher: but he seems to have
taken the wages of the more favoured part of the population as representative
of the whole. Tn the Middle Ages, even after a fairly good harvest, the
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It is tgue that, where population is very sparse, nature
supplies grass and therefore animal food almost
gratis; and in South America beggars pursue
their calling on horseback. During the Middle Ages however
the population of England was always dense enough to give
a considerable labour value to meat, though it was of poor
quality'. A century ago very little meat was eaten by the
working classes ; while now, though its price is a little higher
than it was then, they probubly consume more of it, on the
average, than at any other time in English history.

Turning next to the rent of house room, we find that
ground-rents in towns have risen, both extensively
and intensively. For an increasing part of the
population is living in houses on which ground-rents at an
urban scale have to he paid, and that scale is rising. But
house rent proper, that is what remains of the total rent after
deductihy the full rental value of the ground, is probably
little, if at all, higher than at any previous time for similar
accommodation ; for the rate of profits on the turnover which
is earned by eapital engaged in building is now low, and the
labour cost of building materials has not much altered. And
it must he remembered that those who pay the high town
rents get in return the amusements and other advantages of
modern town life, which many of them would not be willing
to forego for the sake of a much greater gain than their total
rent.

meat,

house room,

wheat was of a lower quality than the ordinary wheat of to-day; while after
& bad harvest much of it was so musty that now-a-days it would not be eaten
at all; and the wheat seldom became Dbread without paying & high monopoly
charge to the mill belonging to the lord of the manor.

1 For cattle, though only about n fifth as heavy as now, had very large
frames: their flesh was chiefly in those parts from which the coarsest joints
come ; and since they were nearly starved i1 the winter and fed np quickly on
the summer grass, the meat contained a large percentage of water, and lost a
great part of its weight in cooking. At the end of the summer they were
slanghtered and salted: and salt was dear. Even the well-to-do scarcely
tasted fresh meat j‘luring the winter.
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The labour value of wood, though lower tlfan at the
beginning of the century, is higher than in the Middle Ages:
but that of mud, brick or stone walls has not much changed ;
while that of iron—to say nothing of glass—has fallen much.

And indeed the popular Lelief that house rent proper has
risen, appears to be due to an imperfect acquaintance with
the way in which our forefathers were really housed. The
modern suburban artisan's cottage contains sleeping accom-
modation far superior to that of the gentry in the DMiddle
Ages; and the working classes hard then no other beds than
loose straw, reeking with vermin, and resting on damp mud
floors. But even these were probably less unwholesome,
when hare and shared hetween human beings and live stock,
than when an attempt at respectability covered them with
rushes, which were nearly always vile with long accumulated
refuse, Tt is undeniable that the housing of the very poorest
classes in our towns now is destructive both of hody and
soul : and that with our present knowledge and resources wo
have ncither cause nor excuse fur allowing it to continue.
And it is true that in earlier thmes bad housing was in so far
a less evil than now, as those who were badly housed by night
had abundant fresh air by day.  But a long series of records,
ending with the evidence of Tord Shaftesbury and others
hefore the recent Commission on the Housing of the Poor,
establishes the fact that all the horrors of the worst dens of
modern London had their counterpart in worse horrors of the
lairs of the lowest stratuin of society in every previous age.

Fuel, like grass, is often a free gift of nature to a sparse
population; and during the Middle Ages the
cottagers could generally, though not always, get
the little brushwood fire needed to keep them warm as they
huddled together round it in huts which had no chimney
through which the heat could go to waste. Butl as population
increased the scarcity of fuel pressed heavily on the working
classes, nnd would have arrested England’s progress altogether,

fuel,
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Jad not cvgml been ready to tako the place of woud as fuel for
domestic purposes, ns well as for smelting ivon. Tt is now so
cheap that even the comparatively poor can keep themselves
warm indoors without living in an unwholesome and stupefy-
ing atmosphere,

This is one of the great services that coal has wrought
for modern eivilization.  Another is to provide
cheap under-clothing, without which cleanliness
is impossible for the masses of the pevple in a cold climate:
and that is perhaps the chief of the henefits that England has
gainer from the divect application of machinery to making
commoditics for her own use, Annther, and not less im-
portant serviee, is to provide abundant water,
even in large towns'; awl another to supply,
with the aid of mineral oil, that cheap and artificial light
which is needed not only for some of man’s work,
but, what is of higher moment, for the good use of
his evening leisure. To this group of requisites for a civilized
life, derived from coal on the one hand, and modern means of
transport on the other, we must add, as has just been noticed,
the cheap and thorough means of communication ,ews and
of news and thought by steam-presses, by steam-  travel.
carried letlers and steam-made facilities for travel.

§4. We have scen that the National Dividend is ab
once the aggregate net product of, and the sole ;o =
source of payment for, all the agents of pro- of progress on
duction within the country ; that the larger it is, g:: v:,::’:fs :_f
the larger, other things being equal, will be the 5:2::‘0:" pro-
share of each agent of production, and that an
increase in the supply of any agent will generally lower its
price, to the benefit of other agents.

clothing,

water,

light,

1 Primitive appliances will bring water ffom high ground to a few pablic
fountains. but the omnipresent water supply which both in its coming and its
going performs essential services for cleanliness and sanitation, would be im-
possible without coal-driven steem-pumps and coal-made iron pipes.
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This general principle is specially applicable o the case_
it has some. Of land. An increase in the amotdnt or pro-
:::esv:’l“"":ﬁodr ductiveness of the land that supplies any market
English agri- redounds in the first instance to the benefit of
culturalland, 4} 556 capitalists and workers who are in pos-
session of other agents of production for the same market.
And the influence on values which has been exerted in the
modern age by the new means of transport is nowhere so
conspicuous as in the history of land; its value rises with
every improvement in its communications with markets in
which its produce can be sold, and its value falls with every
new access to its own markets of produce from more distant
places.

But anything that promotes the prosperity of the people

. promutes also in the long run that of the land-
butnotof 36%- Jords of the soil. Tt is true that English rents
urban land  roye very fast when, at the beginning of this
taken together. .

century, a series of bad harvests struck down a
people that could not import their food ; but a rise so caused
could not from the nature of the case have gone very much
further. And the adoption of free trade in corn in the middle
of the century, followed by the expansion of American wheat-
fields, is rapidly raising the real value of the land urban and
rural taken together; that is, it is raising the amount of the
necessaries, comforts and luxuries of life which can be pur-
chased by the aggregate rental of all the landowners urban
and rural taken together®.

1 1t seems that the agricultural (money) rent of England doubled between
1795 and 1815, and then fell by a third till 1822 ; after that time it has been
alternately rising and falling; and it is now about 45 or 50 millions as against
50 or 53 millious about the year 1873, when it was at its highest. It was
about 30 millinng in 1310, 16 millions in 1770, and 6 millions in 1600, But the
rental of urban land in England is now rather greater than the ren’ of
agricultural land: and in order to estimate the full gain of the Jandlords fron
the expansion of population and general progress, we must reckon in the
values of the land on which there are now railroads, mines, docks, &c. Taken
all together, the money rental of England's soil is probably twice as high, and
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. $5. DPalitical Arithmetic may be said to have begun in
England in the seventeenth century; and from

that time onwards we find a constant and nearly il,:c:::sf; !:ﬁley
steady increase in the amount of accumulated 2:351’31 of
wealth per head of the population. '

This increase of capital per head tended to diminish,its
marginal utility, and therefore the rate of interest .ngnastower-
on new investments ; but not uniformly, because ¢ its propor-

. .. A ionate though
there were meanwhile great variations in the notitstotal in-
demand for capital, both for political and military €°™¢
and for industrial purposes. Thus the rate of interest which
was vaguely reported to bo 10 per cent. during a great part
of the Middle Ages, had sunk to 3 per cent. in the earlier
half of the cighteenth century; but the immense industrial
and political demand for capital raised it again, and it was
relatively high during the great war. Tt fell as soon as the
political drain had ceased; but it rose again in the middle of
this century, when railways and the development of the
‘Western States of America and of Australia made a great
new demand for capital. These new demands have not
slackened ; but the rate of interest is again falling fast, in
consequence of the great recent accumulations of wealth in
England, on the Continent, and above all in America.

§6. The growth of general enlightenment and of a sense
of responsibility towards the young has turned a

. . . There 1s a re-

great deal of the increasing wealth of the nation iative fail in
from investment as Matorial capital to invest- :{_‘:i::;":",‘g;‘t;_f
ment as Personal capital. There has resulted a
largely increased supply of trained abilities, which has much
increased the National Dividend, and raised the average
income of the whole people: but it has taken away from these
its Real rental three or four times as high, aj it was when the corn laws were
repealed.

Progress may lower the value of the appliances of production, when this

can be separated from that of their sites; but not of such things as railways,
when the value of.their sites is reckoned in. Bee Principles VI, x11. 7.

M. 12
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trained abilities much of thab searcity value whiclt they used_
to possess, and has lowered their earnings not indeed absolute-
ly, but relatively to the general advance; and it has caused
many occupations, which not long ago were accounted skilled,
and which are still spoken of as skilled, to rank with unskilled
labour as regards wages.

A striking instance is that of writing. It is true that
many kinds of oftice work require a rare combination of high
mental and moral qualities ; but almost any one can he easily
taught to do the work of a copying clerk, and probably there
will soon be few men or women in England who cannot write
fairly well. When all can write, the work of copying, which
used to earn higher wages than almost any kind of manual
labour, will rank among unskilled trades’.

Again, a new branch of industry is often difticult simply

. because it is unfamiliar ; and men of great force
5:"::55;;,%_ and skill are required to do work, which- can be
‘c':;:t‘::::‘t::& done by men of ordinary capacity or even by
to fall relative- women and children, when the track has once
ly to those in been well beaten: its wages are high at first,

but they fall as it becomes familiar. And this
has caused the rise of average wages to be underrated, because
it so happens that many of the statistics, which seem typical
of general movements of wages, are taken from trades which
were comparatively new a generation or two ago, and are
now within the grasp of men of much less real ability than
those who pioneered the way for them?®

1 In fact the better kinds of artisan work educate a man more, and will be
better paid than those kinds of clerk's work which call for neither jndgment
nor responsibility. And, as a rule, the best thing that an artisan can do for
his son is to bring him up to do thoronghly the work that lies at his hand, so
that he may understand the mechanicel, chemical or other scientific principles
that bear upon it; and may enter into the spirit of any new improvement that
may be made in it. If his son should prove to have good natural abilities, he
is far more likely to rise to a high position in the world from the bench of an
artisan than from the desk of a clerk.

% Comp. Book 1v. Ch. vi. §§ 1, 2; and Ch. 1x. especially § 3. As the trade
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The cijnsequence of such changes as these is to increase
the number of those employed in occupations which are
called skilled, whether the term is now properly applied or
not: and this constant increase in the numbers of workers in
the higher classes of trades has caused the average of all
labour to rise much faster than the average of representative
wages in each trade’.

In the middle ages, though some men of great ability
remained artisans all their lives, and became artists; yet as
a class the artisans ranked more nearly with the
unskilled labourers than they do now. At the
beginning of the new industrial era a hundred
years ago the artisans had lost much of their old artistic
traditions and had not yet acquired that technical command
over their instruments, that certainty and facility in the exact
performance of difficult iasks which helong to the modern
skilled’ artisan; and observers early in this century were
struck by the social gulf that was being opened out in their

Artisans’
wages

progresses, improvements in machinery are sure fo lighten the strain of ac-
complishing any given task; and therefore to lower task wages rapidly. But
meanwhile the pace of the machinery, and the quantity of it put under the charge
of each worker, may be increased so much that the total strain involved in the
day’s work is greater than before. On this subject employers and employed
frequently differ. It is for instance certain that Time wages have risen in the
textile trades; but the employds aver, in contradiction to the employers, that
the strain imposed on them has increased more than in proportion; that is,
that Efficiency-wages have fallen. In this controversy wages have been
estimated in money; but when account is taken of the increase in the
purchasing power of money there is no doubt that Real Efficiency-wages have
risen.

1 This may be made clearer by an example. If there are 500 men in grade
A earning 12s. a week, 400 in grade B earning 25s. and 100 in grade C earning
40s. the average wages of the 1000 men are 20s. If after a time 800 from grade
A have passed on to grade B, and 800 from grade B to grade C, the wages in
each grade remaining stationary, fhen the average wages of the whole
thousand men will be about 28s. 6d. And even if the rate of wages in each
grade hed meanwhile fallen 10 per cent., the average wages of all would still
be sbout 25s. 6d., that is would have risen more than 25 per cent. Neglect
of such facts as these, as Mr Giffen has pointed ont, is apt to cause great
errors.
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own generation between the artisan and the unskilledtlabourer.

. This social change was a consequence partly of
rose relatively R . .
to those of un- the increase of the wages of the artisan, which
:‘t‘"t::‘;::i';“_' rose to about double those of the unskilled
ning of the  labourer; and partly of the same cause that
century: secured him his high wages, that is the great
increase in the demand for highly skilled labour, especially in
the metal trades, and the consequent rapid absorption of the
strongest characters among the labourers and their children
into the ranks of the artisans; for the breaking down, just
at that time, of the old exclusiveness of the artisans, had made
them less than before an aristocracy hy birth and more than
but now that Pefore an aristocracy hy worth. But about a
tendency is re- generation agn, as has just been explained, some
versed. of the simpler forms of skilled trades began to
lose their searcity value, as their novelty wore off'; and at the
same time continually increasing demands began to bt made
on the ability of those in some trades, that are traditionally
ranked as unskilled. The navvy for instance, and even the
agricultural labourer, have often to he trusted with expensive
and complicated machinery, which a little while ago was
thought to belong only to the skilled trades, and the Real
wages of these two representative occupations are rising
fast'.

Again, there are some skilled and responsible occupations,
such as those of the head heaters and rollers in iron works,
which require great physical strength, and involve much
discomfort: and in them wages are very high. For the

1 The rise of wages of agricaltural labourers wonld be more striking than
it is, did not the spread of modern notions to agricultural districts cause many
of the ablest children born there to leave the fields for the railway or the
workshop, to become policemen, or to act as earters or porters in towns.
Perhaps there is no stronger evidence of the benefits of modern education and
economic progress than the fact that those who are lefi behind in the fields,
though having less than an average share of natural abilities, are yet able to
earn much higher Real wages than their fathers.
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temper ofythe age makes these who can do high class work,
and can earn gond wages easily, refuse torundergo hardship,
except for a very high reward.

§ 7. We may next consider the changes in the relative
wages of old and young men, of women and children.

The conditions of industry change so fast that long expe-
rience is in some trades almost a disadvantage,

. i e . There is a re-
and in many it is of far less value than a quick- jayive fall in
ness in laking hold of new ideas and adapting :‘l‘:er;’?f:h :"f
one’s habits to new conditions, In these trades
an elderly mwan finds it difficult to get employment except
when trade is brisk, at all events if he is & member of a
union which will not allow him to work for less than the fall
wages of the district. In any case he is likely to earn less
after he is fifty years old than before he is thirty; and the
knowleduc of this is tempting artisans to follow the example
of unﬂl\llled labourers, whose natural inclination to marry
early has always been encouraged by the desire that their
family expenses may begin to fall off’ before their vwn wages
begin to shrink. Trades-unions arve afraid that abuses might
creep in if they allowed men “with grey hairs™ to compete
for employment at less than full wages; but many of them
are coming ty see that it is tu their own interest, as it
certainly is to that of the cummunity, that such men should
not be forced to be idle,

A second and even more injurivus tendency of the same
kind is that of the wages of children to rise
and a rise in
relatively to those of their parents. Machinery the wages of
has displaced many men, but not many boys; boys and girls,
the customnary restrictions which excluded them from some
trades are giving way ; and these changes, together with the
spread of education, while doing.good in almost every other
direction, are duving harm in this that they are enabling boys,
and even girls, to set their parents at defiance and start in
life on their gwn account.
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The wages of women are for similar reasons yising fast
relatively to those of men. And this is a great
gain in so far as it tends to develop their
faculties ; but an injury in so far as it tempts them to neglect
their duty of building up a true home, and of investing their
efforss in the Personal capital of their children’s character and
abilities.

§ 8. The relative fall in the incomes io be earned by

moderate ability, however carefully trained, is
Th zx:e;':;f,',',ﬁ accentuated by the rise in those that are obtained
genius are ris- hy many men of extraordinary ability. There
e never was a time at which moderately good oil
paintings sold morve cheaply than now, and there never was a
time at which first-rate paintings sold so dearly. A business
man of average ability and average good fortune gets now a
lower rate of profits on his capital than at any previous time;
while yet the operations, in which a man excepfionally
favoured by genius and good luck can take part, are so
extensive as to enable him tu amass a huge fortune with a
rapidity hitherto unknown.

The causes of this change are chiefly two; firstly, the
general growth of wealth; and secondly, the
development of new facilities for communieation,
by which men, who have once attained a com-
manding position, are enabled to apply their constructive or
speculutive genius to undertakings vaster, and extending over
a wider area, than ever before.

It is the first cause, almost alone, thut enables some har-
of which one risters to command very high fees; for a rich
pots :"!":r’j:e:: client whose reputation, or fortune, or both, are
sional in- at stake will scarcely count any price too high to
comes, secure the seryices of the best man he can get:
and it is this again that enables jockeys and painters and
musicians of exceptional ability to get very high prices. In
a1l these occupations the highest incomes earned in our own

and of women.

as a result of
two causes
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generation gre the highest that the world bas yet seen. But
so long as the number of persons who can-be reached by a
human voice is strictly limited, it is not very likely that any
singer will make an advance on the £10,000, said to have been
earned in a season by Mrs Billingion at the beginning of this
century, nearly as great as that which the business leaders
of the present geuneration have made on those of the last.
Fur the two causes have cu-wperuted to put enormous
power and wealth in the hands of those business
. . while both act
men of our own generation whu have had first- gy with re-
rate geuius, and have been fuvoured Ly fortune, gard to busi-
. . - hd ness imncomes.
This is most comspicuous in Awerica, where
several men who beygan life poor, have amassed more than
£10,000,000 each. 1t is true that a great part of these gains
have cowe, in svme cases, from the wrecks of the rival
speculators who had beeu worsted in the race. But in others,
as fur ifistance, that of the late Mr Vanderbilt, they were
earned maiuly Ly the supreme economizing force of a great
cunstructive genius working at a new and large problem with
a free hund : and Mr Vanderbilt probubly saved to the people
of the United States wore than bie accumulated himself.
§9. But these fortunes are exceptivnul.  The diffasion
of knuwledge, the lprovewent of education, the . o
growth of prudent habits among the masses of improving the
the people, and the oppurtunities which the new g dg‘:;:f bojdy
wethods of business offier for the safe investent of the working
of small capitals i—ull these furces are telling on
the side of the puurer classes as a whole relatively to the
richer. The returns of the inevme tax and the house tax, the
statistics of consumption of commodities, the records of
salaries paid to the higher and the lower ranks of servants
of Government and public comppuies, tend in the same
direction, and iudicate that middle class incomes are in-
creasing faster than those of the rich; that the earnings of
artisans are increasing faster than those of the professional
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clasres, and that the wages of healthy and vigorons unskilled
labourers are increasing faster even than those of the average
artisan’.

It must be admitted that a rice in wages would lose part
she incon-  OF its benefit, if it were accompanied by an in-

stapcy of em- cresce in the time spent in enforced idleness,
ployment in

modernin-  Inconstancy of employment is a great evil, and
dustry is apt - . ot . . e

to be exagge. lightly attracts publie a.ttentwn. But several
rated. cuuses combine tu make it appear tu be greater

than it really is.

When a large factory goes on half time, rumour bruits
the unews over the whule neighbourhood, and perhaps the
newspapers spread it all over the country. But few people
know when an independent workman, or even a small em-
ployer, gets ouly a few days’ work in a month; and in conse-
quence whatever suspensions of industry there are in modern
times, are apt tu seem more important than they are felatively
to those of earlier times. In earlier times syme labourers
were hired by the year: but they were not free, and were
kept to their work by personal chastisement, There is no
good cause for thinking that the medieval artisan had con-
staut employment. And the wmost persistently inconstant
employment now tu be found in Europe is in those nou-
agricultural industries of the West which are nost nearly
medizval in their methods, and in those industries of Eastern
and Southernn Furupe in which wediweval traditions are
strongest.

in many directions there is a steady increase in the pro-
portion of ewployés who are practically hired by the year.

1 A great body of statistics relating to nearly all civilized countries, aud
upiforwly tending iu this direction is contained in M. Leroy Beaulien's Fssai
sur la répartition des Richesses,«t sur la tendance i une moindre inégalité des
conditious, 1881, Mr Gioschen’s Address to the Royal Statistical Society in
1587 on The tucrease of moderate iacomes points the same way ; and above all
so do the very careful and instructive studies of wage statistics made by
Mr Giffen in bis private and in his official capacity.
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This is fo instance the general rule in many of those trades
connected with Transport which are growdhg fastest, and are
the representative industries of the second half of the nine-
teenth century, as the manufacturing trades were of the first
half. And though the rapidity of invention, the fickleness
of fashion, and above all the instability of Credit, do certainly
introduce disturbing elements into modern industry ; yei, as
we shall see presently, other influences are working strongly
in the opposite direction, and there seems to be no good
reason for thinking that inconstancy of employment is in-
creasing on the whole.

We have not yet reached the stage at which we can
profitably study either the general influence of economic pro-
gress on human well-being, or the policy by which that
influence may best be directed. Dut one special aspect of
this study, regarding the correlated standards of life and
work, has so intimate a connection with the subjects of this
chapter, that something may with advantage he said about
it before closing this volume: and it may conveniently be
combined with a short study of trade-unions and especially
the influence on progress exerled hy the *Commen Raule”
of trade-union action.



CHAPTER XIIL

PROGRESS IN RELATION TO STANDARDS OF LIFE.

$1. LEer us begin by pursuing a little further the line of
Activitiesana  thought on which we started in Book III., when
wanta. considering wants in relation to activities. We
there saw reasons for thinking that the true key-note of
econamic progress is the development of new activities rather
than of new wants; and we may now make some study of a
question that is of special urgency in our own generation;
viz.—what is the connection batween changes in the manner
of living and the rate of earnings; how far is either to he
regarded as the cause of the other, and how far as the effect ?
The term the standard of life is here taken to mean the
standard of activities adjusted to wants. Thus
e lof @ rise in the standard of life implies an increase
’t‘lf: we mean of iutelligence and energy and.self-rt_’spec.t; leading
ofactivities  t0 more care and judgment in expenditure, and
adjustedto 44, an avoidance of food and drink that gratify
the appetite but afford no strength, and of ways
of living that are unwholesome physically and morally, A rise
in the standard of life for the whole population will much
increase the national dividend, and the share of it which
accrues to each grade and to each trade. A rise in the
standard of life for any one trade or grade will raise their
eficiency and therefore theiy own real wages: it will increase
the national dividend a little; and it will enable others to
obtain their assistance at a cost somewhat less in proportion
to its etliciency.
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But mrpy writers have spoken of the influence exerted
on wages by a rise, not in the standard of I#%, but in that of
comfort ,—a term that may suggest a mere increase of arti-
ficial wants, among which perhaps the grosser wants may
predominate. It is true that every broad improvement in the
standard of comfort is likely to bring with it a better manner
of living, and to open the way to new and higher activities;
while people who have hitherto had neither the necessaries
nor the decencies of life, can hardly fail to get some increase
of vitality and energy from an increase of comfort, however
gross and materinl the view which they may take of it. Thus
a rise in the standard of comfort will probably involve some
rise in the standard of life; and, in so far as this ix the case,
it tends to increase the national dividend and to improve the
condition of the people.

Some writers however of our vwn and of earlier times
have gt;ne further than this, and have implied that a mere
increase of wants tends to raise wages. But the only direct
effect of an increase of wants is to make people more miserable
than before. And if we put aside its possible indirect effect
in increasing activities, und utherwise raising the standard
of life, it can raise wages only by diminishing the supply
of labour. Tt will he well to go inte this matter more
closely.

§2. It has already been noted that if population increased
in high geometrical progression uninterruptedly .

v . . Assumptions
for many generations together in a country which which under-
could not import food easily, then the total pro- ::‘;’;ﬁ.t‘:’;ﬂ_
duce of labour and capital, working on the
resources provided by nature, would barely cover the cost
of rearing and training each generation as it came: this
would be true even if we supposed that nearly the whole of
the national dividend went to labour, scarcely any share being
allotted the capitalist or landowner'. If the allowance fell

1 Sep VI 2,3; also IV. 1v. and v.; and V1. 1v,
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below that level, the rate of increase of the popujation must,
necessarily shrink; unless indeed the expenses of their nurture
and rearing were curtailed, with a resulting lowering of
efficiency, and therefore of the national dividend, and there.
fore of earnings.

But in fact the check to the rapid growth of population

would probably come earlier, because the popula-
Ariseinthe  tion at large would not be likely to limit its
comfort might consumption to bare necessaries: some part of
Ttte vamer © the family income would almost certainly be
g’i’t“i‘::g'“"' spent on gratifications Which contributed but

little to the maintenance of life and efficiency.
That is to say, the maintenance of a standard of comfort,
raised more or less above that which was necessary for life
and efficiency, would necessarily involve a check to the growth
of population at a rather earlier stage than would have been
reached if family expenditure had been directed on the same
principles as is the expenditure on the nurture and training of
horses or slaves, This analogy reaches further.

Three necessaries for full efficiency—hope, freedom and
change'—cannot easily be brought within the slave’s reach.
But as a rule the shrewd slave-owner goes to some trouble and
expense to promote rough musical and other entertainments,
on the same principle that he provides medicines: for ex-
perience shows that melancholy in a slave is as wasteful as
disease, or as cinders that clog the furnace of a boiler. Now
if the standard of comfurt of the slaves were to rise in such
a way that neither punishment nor the fear of death would
make them work unless provided with expensive comforts and
even luxuries, they would get those comforts and luxuries;
or else they would disappear, in the same way as would a
breed of horses that did not earn their keep. And if it were
true that the real wages of labour were forced down chiefly
by the difficulty of obtaining food, as was in fact the case in

1 See IV. v. 4.
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#England a jundred years ago; then indeed the working classes

might relieve themselves from the pressur® of Diminishing
Return by reducing their numbers.

But they cannot do so now, because there is no such
pressure. The opening of England’s ports, in pu¢notin
1846, was one among many causes of the England gow.
development of railways connecting the vast agricultural
lands of North and South America and Australin with the
sea. Wheat grown under the most advantageous circum-
stances is brought to the English working man in sufficient
quantities for his family at a total cost equal to but a small
part of his wages. An increase in numbers gives many new
opportunities for increased efficiency of labour and capital
working together to meet men’s wants; and thus may raise
wages in one direction as much as it lowers them in another;
provided only the stock of capital required for the new de-
velopménts increases fast enough. Of course the Englishman
is not unaffected by the law of diminishing return: he cannot
earn his food with as little labour as if he were near spacious
virgin prairies. But its cost to him, being now governed
mainly by the supplies which come from new countries,
would not be greatly affected either by an increase or by a
diminution in the population of this country. If he can
make his labour more efficient in producing things which
can be exchanged for imported food, then he will get his
food at less real cost to himself, whether the population of
England grows fast or not.

‘When the wheat-fields of the world are worked at their
full power; or even earlier, if the free entry of food into
England’s ports should ever be obstructed ; then indeed an
increase of her population may lower wages, or at all events
check the rise that would othegwise have come from the
continued improvement in the arts of production: and, in
such a case a rise in the standard of comfort may raise
wages merely, by stinting the growth of numbers,
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But, while the present good fortune of abundagt importeds
Contrastpe.  f00d‘attends on the English people, a rise in their
tween changes gtandard of comfort could not increase their
in numbers . f .
and in average Wages, merely by its action on their numbers.
activities. And further if it were obtained by measures
which forced down the rate of profits on capital even further
below the level, which can be got in countries which have
a greater power of absorbing capital than England has, it
might both check accumulation in England, and hasten the
exportation of capital: and in that case wages in England
would fall both absolutely, and relatively to the rest of the
world. If on the other hand a rise in the standard of comfort
went together with a great increase in efficiency; then—
whether it were accompanied by an increase in numbers or
not—it would enlarge the national dividend relatively to
population, and establish a rise of real wages on an enduring
hasis. ’

Thus a diminution by one-tenth of the number of workers,
each doing as much work as before, would not materially raise
wages; and therefore a diminution by one-tenth in the amount
of work done by each, the number remaining unchanged,
would lower wages in general by one-tenth.

This argument is of course consistent with_the Lelief that
Dependence & Compact group of workers can for a time raise
of wageson  their wages at the expense of the rest of the
efhciency. community by making their labour scarce. But
such strategy seldom succeeds for more than a short time.
However strong the anti-social obstacles which they erect
against those who would like a share of their gains, inter-
lopers find their way in; some over the obstacles, some under
them, and some through them. Meanwhile invention is set
on foot to obtain in some other way, or from some other place,
things of the production of which the compact group thought
to have a partial monopoly: and, what is even more dangerous
to them, new things are invented and brought into genera.
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use, which satisfy nearly the same wants, and yet make no
use of tdeir labour. Thus after a while those, who have
striven to make a shrewd use of monopoly, are apt to find
their numbers swollen rather than reduced, while the total
demand for their labour has slhwunk: and then their wages
will fall heavily. .

There are indeed some groups of workers which are free
from onoe of the chief of these dangers. Tf the numbers of the
lowest paid groups shrink, scarcity may tend to raise their
wages without attracting many interlopers. But more on
that point a little later.

§ 3. Let us then look away from standards of comfort
or wants; and consider rather standards of life

oo egs e . . Standard of
and activities in relation to standards of earnings. activities in
Let us inquire how changes in activity aflect }rxcol::i::ft‘:’mrk.
wages, having in view all the many forms which
such 4 change may assume; but adhering, for the sake of
definiteness, throughout the discussion to that particular mode
of standardizing activity which is simplest and most easily
applied, viz. a regulation of the hours of lahour.

The influence which the standard hours of work exert on
economic activities, is partially obscured by the . =
fact that tho earnings of a human being are and-tearaptto
commonly culnted gross; no special reckoning b€ Underrated.
being mwade for his wear-aind-tear, of which indeed he is
himself often rather careless. Further, very little account
is taken of the evil effects of the overwork of men on the
well-being of the next generation; although the hours of
labour of children are regulaled by the law in their own
jnterests, and those of women in the interests of their
families.

‘When the hours and the general conditions of labour are
such as to cause great wear-and-tear of body or mind or both,
and to lead to a low standard of living ; when there has been
a want of that leisure, rest and repose, which are among the
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necessaries for efficiency; then the labour has been extrava-
gant from the point of view of society at large, just as it
would be extravagant on the part of the individual capitalist
to keep his horses or slaves overworked or underfed. In such
a case a moderate diminution of the hours of labour would
dimipish the national dividend only temporarily : for as soon
as the improved standard of life had had time to exert its
full effect on the efficiency of the workers, their increased
energy, intelligence and force of character would enable them
to do as much as before in less time; and thus, even from
the point of view of material production, there would be no
ultimate loss any more than there would be in sending a sick
worker into hospital to get his strength renovated. And,
since material wealth exists for the sake of man, and not
man for the sake of material wealth: the replacement of in-
efficient and stunted human lives by more eficient and fuller
lives would be a gain of a higher order than any temporary
material loss that might have been occasioned on the way.

This argument assumes that the new rest and leisure raise
the standard of life. And such a result is almost certain to
follow in the extreme cases of overwork which we have been
now considering ; for in them a mere lessening of tension is
a necessary condition for taking the first step upwards. The
lowest grade of honest workers seldom work vety hard. But
they have little stamina; and many of them are so over-
strained that they might probably, after a time, do as much
in a shorter day as they now dv in a long one.

Again there are some branches of industry which at
Economy of  ProSent turn to account expensive plant during
double shifts nine or ten hours a day; and in which the
insome trades. gradual introduction of two shifts of eight hours,
or even less, would be a gain. The change would need to be
introduced gradually; for thére is not enough skilled labour in
existence to allow such a plan to be adopted at once in all the

workshops and factories for which it is suited. But some
v
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,kinds of n;a.chinery, when worn out or antiquated, might be
replaced on a smaller scale; and, on the ether hand, much
new machinery that cannot be profitably introduced for a ten
hours’ day, would kg introduced for a sixteen hours’ day ; and
when once introduced it would be improved on, Thus the
arts of production would progress more rapidly ; the natignal
dividend would increase; working men would be able to earn
higher wages without checking the growth of capital, or
tempting it to migrate to countries where wages are lower:
and zll classes of society would reap benefit from the change.

The importance of this consideration is more apparent
every year, since the growing expensiveness of machinery, and
the quickness with which it is rendered obsolete, are con-
stantly increasing the wastefulness of keeping the untiring
iron and steel resting in idleness during sixteen hours out
of the twenty-four. Tn any country, such a change would
increase’ the net produce, and therefore the wages of each
worker ; hecause much less than before would have to be
deducted from his total output on account® of charges for
machinery, plant, factory-rent, &c. DBut Anglo-Saxon artisans,
unsurpassed in accuracy of touch, and surpassing all in sus-
tuined energy, would more than any others increase their net
produce, if they would keep their machinery going at its full
speed for sixteen hours a day, cven though they themselves
worked only eight'

t Double shifts are used more on the Continent than in England. But
they have not a fair {rial there, for the hours of labour are go long that double
shifts involve work nearly all the night through; and night work is never
so good es day work, partly because those who work at night do not rest
perfectly during the day. No doubt certain practical objections can be urged
against the plan; for ifustance, a machine is not so well cared for when two
men share the responsibility of keeping it in order, ny when one man has the
whole management of it; and there is sometimes a difficulty about fixing re-
sponsibility for imperfections in the work doue; but these diffenliies can be
in a great measire overcome by putting the®machine and the work in charge
of two partuners. Again, there wonld be a little difficulty in readjusting the

office arrangements to suit a day of sixteen hours. But employers and their
foremen do not regard these difficulties as insuperable; and oxperience shows
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It must however be remembered that this particular plea
In general a for a reduction of the hours of labbur apphes
further dimi. only to those trades which use, or can use, ex-
Jution of the . pensive plant; and that in many cases, as for
would lessen  instance in some mines and some branches of
production. rallway work, the system of shifts is already
applied 50 as to keep the plant almost constantly at work.,

There reman therefore many trades in which a reduction
of the hours of labour would certainly lessen the output in
the immediate present, and would not certainly bring about
at all quickly any such increase of efliciency as would raise
the average work done per head up to the old level. In such
cases the change would diminish the national dividend, and
the greater part of the resulting material loss would fall on
the workers whose hours of labour were diminished. Tt is
true that in some trades a scarcity of labour would raise its
price for a good long while at the eapense of the rest of the
commumty. But as a rule a rise in the real price of labour
would cause a dimmished demand for the product, partly
through the increased use of substitutes, and would also cause
an inrush of new labour from less favoured trades.

§4. It may be well to try to explain the great 1itahty of

the common belief that wages could be raised
et e generally by merely waking lalour scarce, and
effects on independently of any effect 18 might have in
wages of re-
ducing the  hoeping machinery longer at work and theiefore
:’:;‘::r?f making 1t more efficient, or in preventing people
from being stunted and prematurely worn out

by excessive work,

that workmen soon overcome the repugnance which they feel at first to double
slufts  One set might end 1ts worik at noon, and the other begin then; or
what would perhaps be better, one sluft might wok, say, from 5 am. to
10 em and from 180 pm to, 430 pm, the second set worlaug from
1015am to 115pm and fiom 445 pm to 9 45p m ; the two sets mught
change places at the end of each weck or month A general adoption of donble
sinfts will be necessary if the extension of the marvellous powers of expensive
machinery mto every branch of manual work 18 to exercise the full influence
of whach 1t 18 capable 1 reducing the hows of labour muck:below eight.
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To begin with, it is difficult to realize how different, and
often even opposed, are the immediate and permanent effects
of a4 change. People see that when there are competent men
waiting for work outside the offices of a tramway company,
those already at work think more of keeping their posts than
of striving for a rise of wages; and that if these men *were
away, the employers could not resist a demand for higher
wages. They dwell on the fact that, if tramway men work
short hours, and there is no diminution in the number of
miles run by the cars on existing lines, then more men must
be employed ; probably at higher wages per hour, and possibly
at higher wages per day. They see that when an enterprise
is on foot, as for instance the building a house, or a ship,
it must be finished at any cost, since there is nothing to be
gained by stopping half way: and the larger the slices of work
on it done by any one man, the fewer slices of work on it will
be left for other people.

But they overlook other consequences,, which are more
important, though more remote; viz that as a consequence
of the artificial stinting of labour in tramway working and
house building tramway extensions will be checked; that
fewer men will be employed in the future in making and-in
working tramways; that many workpeople and others will
walk into town, who might have ridden ; that many will live
closely packed in the cities who might have had gardens and
fresher air in the suburbs; and that, the working closses
among others, being unable to pay for as good housing
accommodation as they would otherwise have had, there will
be less building to be done.

In short the argument that wages can be raised perma-
nently by stinting labour rests on the assumption that there
is a permanent fixed workjfund t.e. a certain amount of
work which has to be done, whatever the price of labour.
And for this assumption there is no foundation. Ou the
contrary, tho demand for work comes from the national
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dividend ; that is, it comes from work. The less work there
is of one kind, the less demand there is for work of other
kinds; and if labour were scarce, fewer enterprises would be
undertaken.

Again, constancy of employment is dependent on the
organization of industry and trade, and on the success with
which those who arrange supply are able to forecast coming
movements of demand and of price, and to adjust their
actions accordingly. But this would not be better done
with a short day’s work than with a long one; and indeed
the adoption of a short day, not accompanied by double
shifts, would discourage the use of that expensive plant, the
presence of which makes employers very unwilling to close
their works. Almost every artificial stinting of work involves
friction, and therefore tends, not to lessen, but to increase the
inconstancy of employment.

It is true that, if plasterers or shoemakers could exclude

external competition, they would have a fair
Every check . . . .
to the national chance of raising their wages by a mere diminu-
;’:";‘iﬁ,’t“’o;’"“ tion of the amount of work done by each, whether
the working by shortening the hours of labour or in any other
closses. way ; but these gains can be got only at the cost
of a greater aggregate loss to other sharers in the national
dividend; which is the source of wages and profits in all
industries in the country. This conclusion is emphasized by
the fact, to which experience testifies and which analysis
explains, that the strongest instances of a rise in wages
attained by trade union strategy are found in branches of
industry, the demand for whose labour is not direct, but
‘derived ” from the demand for a product in making which
many branches of industry co-operate: for any one branch,
which is strong in strategy, can absorb to itself some share
of the price of the ultimate product, which might have gone
to other branches®.

1 See above, V. vi. 2.
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§5 ,We now come to a second cause of the vitality of

the belief that wages can be 1a1sed fr(,nela.l'ly and
Stinting of

petmanently by checkmcr the supply of lahour guiput checks
This cause 15 an under estimate of the effects of ‘h;l:“fp'y of
such a change on the supply of cipital

It 13 o fact—and, so far as 1t goes, an mmportant fact—
that some shaie of the loss resulting fiom the lessening of
output by (say) plasterers o1 shoemakers, will fall on those
who do not belong to the working classecs  Part of 1t will
no doubt fall on employers and capit slists, whose personal and
matetial capital 18 sunk i building ot shoemahing , and part
on well to-do users, u1 consumers, of houses o1 shoes And
further 1f there were 4 general attempt by all of the working
classes to obtain high wages by restiicting the effective supply
of then labour, & considerable pait of the burden 1esulting
fiom the shiinhage of the national dividend would doubtless
be thrown on other classes of the nation, and especially on the
capitahsts, for « time but only for & tune, For a conuder
able dumnution 1n the net return to investments of capital
would speedily drive new supplies of 1t abroad In 1egard to
this danger 1t 15 mndeed sometimes urged that the railways
and fictories of the countiry cannot be exported But nearly
all of the matgnals, ind  large part of the applhances of pro
duction are consumed, o1 worn out, o1 become obsolete every
year , and they need to e 1epliced  And a reduction 1n the
scale of this 1eplacement, combmed with the eaportation of
some of the capital thus set fiee, mght probably so lessen the
effective demand for labour in the country in a few years,
that 1 the reaction wiges generally would be 1educed much
below then present level'

1 To take an 1llustration let us suppuse that shoemakers and hatlers me n
the same grade working equal hows and rcaving equal wages, before and
after & general 1eduction m the homs of labom  Then both before and atter
the change, the hatter could buy with a months wages, as many shois as
were the net product of the shoemaker s work for a month (see VI 1 7) If

the shoemaker gorhed less hours than before, and in consequence did less
work, the net prodact of lus labom for & month would have dunimshed unless



358 BOOK VI CH. x1I. § 5, 6.

But though the emigration of capital would ngt in any
case be attended by much difficulty, owners of
International
wage move-  capital have good business reasons as well as a
ments. sentimental preference in favour of investing it
at home. And therefore a rise in the standard of life, which
makéds a country more attractive to live in, is sure to
counteract to some extent the tendency of a fall in the net
return on investments to cause capital to be exported. On
the other hand an attempt to rase wages by antisocial
contrivances for stinting output, is certain to dive abroad
well to-do people 1n general, and especially just that class
of capitahsts whose enterprise and dehght 1n conquering diffi-
culties 1s of the most importance to the working classes. For
their ceaseless 1mitiative makes for national leadership and
enables man’s work to raise real wages, while promoting an
increased supply of those appliances which make for efiiciency,
and thus sustain the growth of the national dividend. )

It is true also that a general rise in wages however
attained, 1f spread over the whole world, could not cause
capital to migrate from any one part of it to another. And
1t is to be hoped that in time the wages of manual labour will
riss all over the world, mainly through increased production ;
but partly also in consequence of a gencral fall in the 1ate of
mterest, and of a relative—if not absolute—diminution of
incomes larger than are necessary to supply the means of
efficient work and culture even 1n the lighest and Lroadest
senses of these terms. But methods of raising wages, which
make for a higher standard of comfoit by means that lessen
rather than promote efficiency, are so anti social and short-
sighted as to mvoke a speedy retribution , and there 13 perhaps
little chance of theiwr being adopted over any great part of the

either by a system of wolung double siufts the employer and his camtal had
earned profits on two sets of workers, or lus profits could be cut down by the
full amount of the dumnution 1n output. The last supposition 18 inconsistent
with what we know of the caunses wiuch govern the supply of capital and
business power And therefore the hatter's wages would go less far than
before m buying shoes; and so all round for other trades.
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aworld. If,several countries adopted such methods, the others
going straight for raising the standards of life and of efficiency,
would speedlly attract to themselves much of the capital and
of the best vital force away from those who followed an ignoble
restrictive policy.

§ 6. In this discussion it has been necessary to adfiere
to general reasoning: for a direct appeal to o .. .
experience is difficult; and, if made lightly, it an appeal to
can but mislead. Whet,hex we watch the statis. S*PeFiencs
tics of wages and production immediately after the change or
for a long period following it, the prominent facts are likely
to be due chiefly to causes other than that which we are
wishing to study.

Thus if a reduction of hours resulted from a successful
strike, the chances are that the occasion chosen for the strike
was one when the strategical position of the workmen was
good, and when the general conditions of trade would have
enabled them to obtain a rise of wages, if there had been no
change in the hours of labour: and therefone the immediate
effects of the change on wages are likely to appear more
favourable than they really were. And again many employers,
having entered into contracts which they are bound to fulfd,
may for the time offer higher wages for a short day than
before for a long day. But this is a result of the suddenness
of the change, and is a mere flash in the pan; and, as has just
been observed, the immediate results of such a change are
likely to be in the opposite direction to those which follow
later, and are more enduring.

On the other hand, if men have been overworked, the
shortening of the hours of labour will not at once make them
strong : the physical and moral improvement of the condition
of the workers, with its consequené increase of efficiency and
therefore of wages, cannot show itself at once.

Further, the statistics of production and wages several
years after the,reductioh of hours are likely to reflect changes
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in the prosperity of the country, and especially ¢f the trade
in question; of the methods of production; and of the
purchasing power of money: and it may be as difficult to
isvlate the effects of reduction of the hours of labuur as it
is to isolate the effects on the waves of a noisy sea caused
by“throwing a stone amung them?.

‘We must then be carrful not to eonfuse the two questions
whether a cause tends to produce a certain effect und whether
that cause is sure to be followed by that effect. Opening
the sluice of a reservoir tends to lower the level of the water
in it; but if meanwhile larger supplies of water are flowing
in at the other end, the opening of the sluice may be
followed by a rising of the level of the water in the cistern.
And so although a shortening of the hours of labour
would tend to diminish output in those trades which are
not overworked, and in which there is no roum for double
shifts ; yet it wight very likely be accompanied by an increase
of production arising from the general progress of wealth and
knowledge. But in that case the rise of wages would have

1 For jusiance, when we lovk at the history of the introduction of the eight
hours’ day in Australie we fiud great fluctuations in the prosperity of the
fhines and the snpply of gold, in the prosperity of the sheep farms and the
price of wool, in the borrowing from old countries eapital with which to
empley Australian labour to build railways, &c., in immigration, and in com-
mereial credit.  And all these have been such powerful causes of change iu
the condition of the Australian working mau as to completely overlay and
hide from view the effects of a reduction of the hours of labour from 10 gross
83 net after deducting neal times) to 8 net. Money wages in Australia are
mnch lower than they were before the hours were shortenei ; and, thongh it
may be true that the purchasing power of money has increased, so that real
wages have not fallen, yet there seems no doubt that the real wages of labour
in Anstralia are not nearly as much sbove those in England as they were
before the reduction in the hours of labour: and if has not been proved that
they are not lower than they wonld have been if that change had not taken
place. The eommercial troubles through which Australia passed shortly after
the change were no doubt mainly cansed by a series of droughts superveniug
on a reckless inflation of credit. But a contributory cause appears to have
been an over-sanguine estimate of the economic efficieney of short hours of
labour, which led to a premature reduetion of hours in industries not well
adapted for it. "
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heen ol)tjuined in spite of, and not in consequence of, a
shortening of hours, .

Further the increasing changefulness and mobility of
industry obscure the influences, buth for good and for evil,
which the earnings and industrial policy of any group of
workers in one generation exert on the efliciency and eaurning
power of the same group in a later generation. The family
income, fiom which the expenses of rearing and training ity
younger members must be defrayed, seldom comes now from a
single trade. The sons are less frequently found in their
father’s occupation : the stronger and more strenuous of those
to whose nurture the earnings of any occupation have con.
tributed are likely to seek higher fortunes elsewhere; while
the weak and the dissolute are likely to descend below it.
It is therefore becoming increasingly difficult to bring the
test of experience to bear on the question, whether success
has attended the efforts which the members of any particular
trade bave made to effect o permanent rise in their wages,
both absolutely and relatively to other trades. But this
brings us to our next subject.



- 382

CHAPTER XIV.
TRADE UNIONS.

§ 1. I~ considering the recent progress of the working
Trade Unions ©1a85es, but little has yet been said of the growth
in relation to of Trade-unions; bul the two movements have
progress. certainly kept pace with one another; and there
is a primd facle probability that they are connected, each
being at once partly a cause and partly a consequence of the
other. We may now proceed to inquire into the matter more
closely.

‘We have already noticed' how the first endeavours of the
Early action of N€W workmen’s associations or Unions at the
Unions. beginning of this century were directed to
securing the enforcement of medieval labour laws. But
these, no less than the ordinances of the old gilds, were un-
suited to the modern age of mechanical invention, and of
production on a large scale for markets beyond the seas; and
early in this century the Unions set themselves to win the
right of managing their own affairs, free from the tyranny of
the Combination Laws,

These laws had made a crime of what was no crime, the
Repeal of the a.greement to refuse to work in order to obtain
E:l;:ination higher wages; and “men who know that they

’ are criminals by the mere object which they
have in view, care little for the additional criminality involved
in the means they adopt.” They knew that the law was full

1 Buok L. Ch. 1. § 5.
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pf class injustice: destruction of life and property, when it
was wrought for the purpose of enforcing what they thought
justice, seemed to them to have a higher sanction than that
of the law; and their moral sense became in a measure
reconciled to erimes of brutal violence. But step by step the
Combination Laws have been repealed: until now nothing is
illegal if done by a workman, which would not be illegal if
done by anyone else; nothing is illegal when done by a
combination of workmen, which would not be illegal when
done by a combination of other people; and the law no longer
refuses to protect the property of the Uniuns.

‘With freedum came responsibility. Violence and the
intimidation of Non-Unionists, which had lost all excuse, soon
went out of favour; and workmen generally chose for their
leaders able and far-seeing men, and under their guidance the
modern organization of Unions has been rapidly developed®,

A nfodern Union is generally an Association of workers
in the same or allied trades, which collects funds T

A 'wofold func-
from all its members and applies them firstly to tions of
support thuse of its members who cannot obtuin Unions.
employment except on terms which it is contrary to the
general trade policy of the Union for them to accept, and
secondly to grant certain Provident Benefits to members
in need. The policy of the Unions varies in detail with
time and circumstances; but its chief aims are generally the
increanse of wages, the reduction of the hours of labour, the
securing healthy, safe and pleasant conditions of work, and
the defending individual workers from arbitrary and unjust
treatment by their employers. Must of their regulations are
framed either for the direct attainment of some of these aims;
or for securing conditions of hiring which will enable the
employed to deal as a body with pheir employers, conditions

1 The various stages through which the chief aims and the plan of
organization of the Unions have passed are explained in The History of
Trade’ Unionism by, Sidney and Beatrice Webb.
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which they regard as generally needed for the atiginment of
all their aims.

§2. A large Union is often an amalgawation of numerous

smaller assoeiations, originally local or confined
i‘a‘é?ﬁiy':ﬁﬁ"“' to a subdivision of the trade. But whatever its
::':l':;‘:“y. origin, nearly every important Unmn' hEL"i many

branches, cach of which, while managing its own
affuirs in details, is bound to conform tu the general rules of
vhe whule body. These rules are very explicit; and in
particular they prescribe rigidly the wuays in which each
Lranch may spend the funds in its charge: fur the power of
the purse is mtained strictly in the hands of the central
budy. The branch dispenses Provident Benetits according to
rule; but except on emergency and for a short time it may
not spend the corporate funds ou a trade dispute, without the
sanction of the central council or Kzeeutice representing the
whole bLody, who are generally selected from the’ brauch-
officials that have deserved best of their Nociety.

The charactér and ability of the branch-ufticials ave tested
in action as well as in speech.  For they have important business
to manage, and those who neglect their duties, who prove
themselves Jax financlers, or give advice that is not justified
by the event, are not promoted, however eloquent they may
be ; and consequently the Executive of the best Uniuns are
slirewd, far-seeing men, resolute but with great self-control.

Ii is these men whose sanction has to be obtained by any
Precautions  Pratcht that wishes tu use the corporate funds in
againstunwise 4 trade dispute. They cowe to the question
disputes. . .

with tempers unruffled by any personal vexations.
Their vanity is not enlisted in the continuance of the struggle;
they can decide without loss of prestige that it is inopportune,
or even wrong in principle; and they have nothing to gain,
but wuch tu lose, by becoming responsible for an expensive
strike that ultimately fails. The decisions of the Executive
are generally binding till the next annual general meeting
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9f the representative delegates of the whole body; but in
certain emergencies a special meeting of "the delegates is
called, or a plébiscite of the whole bady is taken hy voting
papers.

The administration of the funds with regard to Provident
Benefits is more a matter of routine, and is p  .q..8
governed strictly by rule. These Benefits vary., Benefits.
The “New?” Unions thai have sprung up in recent times,
chiefly in unskilled trades, generally regard Provident Funds
as an encumbrance, hindering freedomn in fight, and tending
to an over-cautious and unenterprising policy in trade
matters. And the list of Benefits afforded Ly many even
of the older Unions is a meagre one. But the best Unions
pride themselves on rendering their members independent
of all charitable aid, public or private, during any of
the more common misfortunes of life. They provide Sick,
Accident, Superannuation and Funeral Benefits; and above
all, they give out-of-work pay for a long (though of course not
unlimited) time to any member, who ncedb it through no fault
of his own—a Benetit which none but a trade Society could
undertake. For only the members of his own trade can judge
whether his want of work is due to his idleness or other fault,
and whether he is putting too high an estimate on the value
of his work: and they alone have an interest in supporting him
in the refusal to scll his work for less than they think it is
really worth. And at the same time the expense of managing
the whole business of the Union is less than would be that of
managing its Provident business alone by any other Society:
for the local officers get good information without trouble,
they spend nothing on advertising, and they receive but
trifling salaries®.

1 The reader is referred to the excellent Reports of Mr Burnett to the
Board of Trade, which give details of the expenditure of all the chief Unions
for each successive year of their history. It is instructive to note that all

the Bepefits increase and the Funds diminish during penods of commercial
deprassxon But thg burden of Superannuation Benefit increases steadily with
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§ 3. Such being the general plan of Trademunions, wa
may pass to examine the influence which they can exert on
wages.

We have alrendy incidentally inquired whether wages can
Anarificiat ¢ raised permancntly by diminishing th.e supply
sca.city of la- of Jabour; and we may begin by recapitulating
bourina trade {}o results obtained. If the workers in any
::ifﬂ:-:::h trade are able to limit a.rt.iﬂc.la,lly the supply of
‘ditions are their labour, they can certainly secure a con-
satisfied. siderable increase of wages, which will be the
greater, the more fully four conditions are satisfied'. They
are: Irstly, that there is no easy alternative method of
obtaining the commodity which their trade helps to produce;
and this generally requires (a) that they have control over
the supply of labour in their trade and district; (b) that the
commodlity cannot easily be brought from some other district,
in which the conditions of labour are beyond their control;
and (c) that there is no available mechanical or other contri-
vance by which "the comnmodity can be produced independently
of them: Secondly, that the commodity is one the price of
which will be raised considerably by a stinting of supply, or
in other words the demand for it is not very elastic: Thirdly,
that the share of the total expenses of production of the
commodity which consists of their wages is small, so that a
great proportionate rise in them will not greatly raise its
the Japse of years; for the avernge age of the Unionists has not yet reached
its maxnnum, Less than a tenth of the total expenditare comes under the
head of strike pay in an average year’s budget of the first class Unions. But
many of the differences between individual workpeople and their employers,
which result in their ceasing to be employed, are of the nature of trade
*“disputes,” though not technically so called. And some Unions do not even
attempt to make any distinction in their accounts between *out-of-work”
pay and strike pay: though the former, when given at all, is at a lower rate
than the latter. It secms howeyer that not more than a fifth of the total

expenditure can be ascribed to *disputes” in the broadest use of the term.

The accumnlated Funds of the chief Old Unions average about two weeks'
wages of their members.

1 Comp. Book V. Ch. vi. §2.
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Jprice and giminish the demand for it. And, Fourthly, that
the other classes of workers, and the empldyers, in the trade
are squeezable, or at least are not in a position to secure for
themselves an inereased share of the price of the joint product
by limiting artificially the supply of their labour and capital.

The effect on the wages paid for doing a given pieve of
work would be just the snme whether the num-
ber of workers in a trude were diminished by a :)ﬂ'-s:{::tr
tenth, or the amount of work done by each were limiting the »

I . 4 number of
diminished by a tenth (other things being equal)': workers and
but on the latter plan the same aggregate wages ;‘;‘e:"gf_" done
would be divided among more people, and the
rate of wages per head would be a tenth lower.

If the amount of work done per head is diminished by
lessening the hours or the severity of work, there is some
compensating gain in increased leisure, or freedom from strain :
but if it is diminished by insisting on uneconomical methods
of work, there is no such compensation.

‘When the Net Advantages of & trade are abnormally high
relatively to others in the same grade, there will
be a strong drift into the trade, both of adult E:i‘:ﬂz?:z,
workers and of children, by routes direct and :‘;‘“ Net

vantages,

indirect ; and this drift can be resisted only by

hard and harsh measures which interfere much with the free
course of business. Human nature being what it is, the drift
from outside will he stronger into a trade with very high money
wages than into one with rather high wages, and considerable
other Net advantages. And partly for this reason the Unions
of the skilled trades are aiming rather at the latter than the
former end.

1 Other things would indeed not e equal: for the larger number of men
would want more superintendence, more space, and more machinery (unless
they worked double shifts instead of single); and therefore their aggregate
wages would be less, and their wages per head more than a tenth less than if
the su;nply of labour were lessened by a mere diminution of numbers,
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The recent extension of Trade-unionism to, unskilled,
permanent  Jabour has been confronted by the fact that an
limitations of ,rtificia] restriction of the numbers in any un-
;::H:::di:ne skilled trade i= difficult, and in all trades to-
mustlower  gother fmpossible, unless multitudes are to be
wages . . .
genecally. supported in idleness. But it is not impossible
to make labour scarce in all trades by shortening the hours of
labour sufficienily. The movement in this direction, is, as we
saw in the last chapter, the composite product of a genuine
desire for more leisure for its own sake, and of a fallacious
helief that there is a fixed Work-Fund. We concluded that,
if there is a general diminution in the amount of work done,
the National Dividend will shrink and the share of it that
goes to the working classes, or in other words the aggregate
of weekly (real) wages will shrink also, though not perhaps
quite in the same proportion. And since there would be no
diminution in the number among whom this aggregate was
divided, average (real) wages would fall very nearly in pro-
portion to the dtminution of the work done.

§ 4. leaving then this recapitulation of the results of
We pass to at- permanently lessening the supPly of labour, wo
tempts to se- will pass to the main task of this Chapter. That
iy igher _ is to inquire whether, by a judicious use of the
bourbythreat- threat of temporarily withholding the supply of
ening to with- R
hold its supply lahour, Unions ean force employers, and through
temporarily.  them the community at large, to pay higher
wages temporarily. Tt is clear that this question is not
decided by the argument of the last Section. For if two
men are rowing in the same boat and one pulls all the time
with only half his strength, his progress will be slow : but if
he thinks the other is doing less than a fair share of work,
he may possibly find it a ggod policy to refuse to row till the
other exerts himself more; he may conceivably reach his
journey’s end quicker than if he rowed on steadily without
demur. Here then is the true centre of this contest as to the
etlicacy of Unions to raise wages.
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We may start from the indisputable fact that the wage of
l.a.bom: of ahy 1(1.11(1 tends, 1.1].«3 the \'nl'u'e .s.;f & mpe normal
material commodity, tu a position of equilibrium forces of sup-

hich the : ich will he normally Biad do n
at which the amount which will be normally pand do not
demanded is equal to that which will be nor- ‘r*::"’;l‘!l"sn:“
mally supplied. Dut this tendency does not wagesof
always operate freely : it may eveu he suspended '2bour
for the time, if either the buyers or the sellers have no reserve
price’. .

A working man who is not a memher of a Trade-union van

zeldom stand out long for a reserved price for his Inbour; and
thus he may fail to get much henetit from the fact that, other
things being equal, iv will bhe to the interest of cmnployers to
pay wages equal to the net value of his work, if they cannot
get a suflicient supply of lubour on cheaper terms,

Take for instance the case of a farmer who calculates that
the work of an additional labourer wounld add Case of local
to the produce of his farm cnough to repay with combinations

N . of employers.
profits the outlay of 11s. a week in wages. No
doubt it will then be to his interest, other things heing equal,
to offer these wages rather than go without the extra assist-
ance.  But other things are very likely not to he equal,  If
the current rate in the parish is 125 a week, he eould not Lid
1ts. without inturring odinm among his brother farmers, and
perhaps tempting the labourers already in his employ to
demand 1t So he will probably offer only 12x, and com-
pPlain of the scarcliy of labour. The price of 12, will bs main-
tained because competition is not perfectly free ; heeause the
labourers have uot much choiee: as to the market in which
they sell their labour; and Leenuse they cannot hold back
their labour al a reserve price equal to the highest wige which
the empluyer cun afford to pay?®

1 The geueral theory bearing on this point iy indieated jn Book V., €, 1y,
awl is worked out more fully in the correspouding chapter of the /' fnviples,
2 Phe di.sadmu‘hge uuder wltich labourers lie in such a cass us this, Juay
1‘

M,
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And even where cmployers are not in wny combination
ploy Y
4
tact* ot avowed, to iegulate wiges, ciwch luge
3 o D -
A single large
employer 15 a employer 15 10 his own person a perfectly fum
;‘l’;’;’él‘}’“"“‘“ combination ot employing power .\ combintion
of 2 thousand workers hw a very weak and un
ceritun foree 1 comparison with thit of + sinzle 10s0lute
=
.

employer of v thousand men  and though such an employer
sees his profits 1 hnmg a fcw more men ot the current o1 even
rather hijlier wages e muy yot thmk 1t the better poliy
not to Ind for them lest he should <uggest to those e uly m

his cmployment that they <hould ruse then demands
Tn such ciws as these the speanid disadvantages of the
wothman i bargaming certunly put his wigec
g":::f:lcﬂc';" for o time below the poution at which they

nomic friction  would find then lovel under the free action of
side with the

workman demawnd and supply  ind Umomsts need not

instead of B

apmnst mm  dem) thit those forccs are alw 1ys at wor Tt s
cnough for thaur argument tht, whenever the<o

special disadvangages put the current 1 ite of wages below the

be e en by considerins the position of « shopheeper 1w lil e enenmst inces  \s
a rule a4 shopkccper fines the price of his goids and if th custom 15 who
come 12t Ins shop on one day 1efuse £ pry that prace he wuts taill thas
cgme who will pav it But it at any time e were compelle 1 to sl «ff us
goods quuchly talmg whatava offas he cmld gt mInoth 1o 1wl £
any 1¢serve pri« he naght have £y o1l thom ot mun hosess thm th iy 1
yue st all cvents 1f he had acecss £ only 2 few buvas

Thornton m his ook On Talar  which cansed Mill considerably to modify
his viens as to the mfluence of Thade unims sllustrated the mdet 1uunateness
of equilibhrium piice 1n a small mulet by showing thit m such a mulet
Dutch wuctior mught symetimes 31e11 vl her pr1 ¢ thmr English Mr TS
Ciee m Ius vigorous and suggestive ¢ rificism of the fheory of Ihade untons
has shown that undar ordmary counditions 1t 1s a disadvantage and not as
Thornton supposed an advantage to have the initiative ¢ven in a small mn ket
But tlns dres not impan the substance of Thointon’s mam a1 ument  wlich
13 that where theie 1s hittle competition price 15 indeterminate  and then those
e at 2 disadvantag who ue Inown to be hound to scll without 1eserve It
15 true as Mr Cree miges that the puee woull be even more mdcternunate af
it were scttled belween two combinations of cuplovers and cuploved than if
employcrs and employed baigaimn freely with one another but in the foxma
case the employed are not at the same disadvantage in bargeining as they
arc 1 the latter -
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pormal rate, ihe force of economie friction v exerted ngnmb
the workman. And they eontend that by arganization (lwsy
can frequently make that foree aet in bis favonr, A sieeous
fluid in a vessel tends to form a level surfiee: bnt of Hrom
time to time an artificial foree pushes down the lofl side,
which we may take to corvespond to wiges, il mny rensonaply
be maintained that the average position of the Joft side s
lower than it would have been withoul sueh interfirenes, 1m
spite of the indisputable fact that the foree of geavitabion iy
constantly tending to reinstate the position of equilibrivn.
What Unions claim Lo be able to do, correrpomds to applying
frequent and stronger pressure on the yight hanl ride, thus
causing profits to yield the higher Jevel {0 wages 5 5o thal the
average level of wages, partinlly sostained by frietion which
will now act for them, will Le higher instead of lower than
if the forees of dernand and supply neved with perfeet fresdng,

§ 5. “They therefore seb theinseyes 1o insist on s *Common
Rule” according to which all permnx who do The commen
similar work shall receive the smne e of oy Rl
meut, whether meacured by “titae ” or by “the piece”  They
desire to standardize paynent in redation 1o work ; hit, as we
shall s e, not all their measnres tsle for (rue stondaedszation;
and «nw of them, whete prhod 4o exteemes, tewl to ke
em o nt mfre Drrezular,

The chief means ot the di-powl of Unions for this
parpos-—purting a-ide for tle present b
modern #logeott. —aie thiea. of withholding fgﬁ;’gfgﬁ
for a time the labour whickh etpluyers need e Unions apply
onder to tuwrm 1o account the investments of 3’5,‘;;‘;&‘ ha
capital {material and personal) made in expects mﬂy of la-
tion of gettmng that Labour. They hase lewind
that thus threat has bot litide power when Lusiness s
slack.  Bub when the time has e for the tiade to reap
the harvest for which # bas been waiting, the ewployers
will ke very wownlling fo lot 5 slip; and even if an fgree-
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ment to resist the demands of the men is made, it will
not easily be maintained, especially if the fruits that they
might have gathered arc being snatched up by rivals outside
of their combination. Unions further hold that the threat of
a strike, though less powerful when the tide of prosperity is
falling than when it is rising, may yet avail for the compara-
tively easy task of slackening the fall in the high wages they
have gained. They claim thus to secure an earlier rise, a
greater rise, and a more prolonged rise than they could get
without combination.

The questions ab issue are then— Can Uniuns really make
economic friction act for the workman instead of against Liim¢
Are the means which they take for this purpose injuripus
to production and thevefore indireclly to the workman? 1t
the answers to hoth these questions are aflirmative, is the
goud on the whole greater or less than the evil ?

§ 6. Let us then look at the answers to these ques-
f:;g;:‘ﬁ;*;}f' tions given by those who dispute the power of
Unions. Unmnions thus to raise wages.

They take a prefiminary objection to the common assump-

o tion of Unionists that eases, such as that of agri-
:;JFE‘:E:‘"’S cultural labourers quoted above, represent the
the assump-  actual coundition of any considerable part  of
tion that fric- N R .
tion is strong  Bngland’s industries. They say“that there are
intpe 120947 but few trades in which the employers really act

in concert, even though they undertake to do so;
and that when an employer sees his way to making a profit
by hiring more labour at the current wages or even a liitle
higher, he generally finds means of doing so; and that he
would alinost invariably do so were it not for the influence of
Trade-unions, For they insist that the very means which
Unions take to prevent an employer from paying individual
workers less than a standard rate, make him often hesitate to
raise the wages of individual men, when he would do so, if
free from the restrictions and demands of the Union. Thus,
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so far as this count goes, they maintain that competition is
much more’effective, at all events in the indastrial districts of
modern KEngland, than the arguments of Unionists generally
imply ; or, to revert Lo our previous simile, that the action of
competition corresponds to that of a fluid that is only very
slightly viscous. And they go on to assert that that sljght
viscosity is partly due to the influence of Unions.

Tt is difficult to decide how far this answer is valid,
On the one hand it is in agriculture, where Unions are weal,
that we find the most grounds for the complaint that eflicient
and ineflicient workers are paid su nearly alike as to give but
small encourageinent to energy. Dut, on the other hand,
while this evil is diminishing in agriculture under the influence
of the growing mobility and independence of the labouver,
it is increasing in some other industries in which employers
fear that a concession to their best men will be followed by
further tlemand of a strong Union on behalf of inferior men.
This is however a side issue: let us pass to the main issue.

§ 7. Lel us lovk first at the influences of strikes and
threats of strikes in a single trade. It is clear
that, if in any trade the employer is to be f::,‘;:‘;e;l:’;-
harassed at all times, and especially when he Unionstotheir

. . . main claim wo
sees his way to profitable business, then business far as a single
men generilly will shun that trade ; unless indeed, f;‘:_‘;: dfs con-
taking one time with another, they are able to
get from it a rate of profits not merely as high as, hut rather
higher than is to be got in other trades. For the extra worry
and fatigue of the work to be done will require some com-
pensation ; and until they get it, the undertakers will seize
every convenient opportunity of diminishing the stakes which
they hold in the trade.

The relative strategic strenfrth of employer and employed
may determine fur the time the shares in which the aggregate
net income of the trade is divided; but the terms of the
division will sgon react on the amount of capital in the trade,
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and therefore on the amount of that income which is available,
for division?, . )

It may be impossible to force the consumer to pay a price
that will cover these charges: in that case employment in
the trade must decline; and then, in spite of the Unions,
there will be many men running after one employer and wages
will fall.

Tt is true that if the wares produced by the trade have
eyen a partiul locul monopoly and are in strong demand, the
employés may he nble, by well-timed strikes and threats of
strikes, to obtain a rise of wages at the expense of the consuwmer,
and to retain it for a considerable time. Dut they cannot
retain long a much higher wage than can be carned in similar
and neighbouring trades, except by permanently limiting the
numbers in their trade—a case which we have already
considered.

Next the claim of a Union to obtain a rise of wiwes by
striking or threatening a strike, when the employers are
becoming very basy, is compared by opponents of Unions Lo
the claim of those, who have prematurely shaken down unvipe
apples, to have produced the apples.  They insist that, as the
orchard would have yielded better apples and with less
injury to the trees that have to bear next year’s crop, if
nature lad heen left to run hev course ; so thie rise in wages
that belongs to a period of trade prosperity, though it might
not have come so soon or have heen so sharp, would have
lasted wuch longer. The Unions boast of resisting the
tendency to a subsequent fall: but really that tendency,
it is argued, is in a great measure of their own creation;
and it need not have been felt for o long while, if anployers

1 Thet is, the income is not a’Rent proper fixed by external conditions,
and permaneutly availuble for division among the parties interested : but it is
& Quasi-rent which will be lessened by every diminution in the iuducements
to keep up the supplies of capital in the trade.  Comp. Appendix C,
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had been alile to give their minds to therr work untronbied
ﬁy’ strikes ahd the rowours of them, wd i plas could have
been made far abewvl with cmbdence that they coubl be
carrio] omt. aml the mfor wath but o neomw marmin of
l-mﬁt.

o Tur the njumder elates fo the effeets of a Union, in
a ~imJe tral-. wd ir appews e have mmch Assumptien
forue, om the wsum prion that the net efteet of imolved 1n
Towd muion adim 1~ 10 wony amb fret the 5 Tender
wakert cher, ¢ wude i ootk waore diflienlt and uncertain,
and the~ toagow b ent o vie

3~ Leaving this ascumg tion for diseussion later on, we
may follow th+ v~y of the w_ ument when Regernder by
Thadeunymsm » supgos 1 to be extended to apponents of
all the chiet 11 ol ~ of the « untiy.  Capital and Jmonstothelr
Basiness power Camet 1hen take retuce fon the to wagesin
. - . general,
injurics of Tradeamions Uy the comparatively
ey hieans of dorree fueo ahomdeg trades,

But ir ic <l true that a 1se i wases, if sobtained at the
s oo of peofits, B Bheh to dimnesh the avenmulaiton and
te promte the aadcnimm o ol and that it may
dienmnieli the v 2 1pe of Tusiue s~ men, or at least of such of
them as o net el ue wih then wpital Tt will thas
terd borh to Jdinanisl the N uimnd Divudend, which iy the
sourve of all wam~, awl 1o lessen the competition of capital
fur theavl £ war< Tu both the e ways the rise of wages is
in danger of Tmang alwout 1ts own destraction,

This old arsmment has both gamned and lost strength in
recent times. ©)n the one hand migiation from one country to
anuther i« becoming less ditlicult both for capital and for the
ewmploy ing elass ; and, if England should ever cease to be an
eminently desitable country to hive in, a small fall ., rejounder
in the rate of profils below that obtainable else 1s partly

. stronger partly
where with equal trouble and worry, wonld cause eaker than it
qu grdat 1 lack yf capital and business power, that was
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the working-classes would be compelled cither to provide these
requisites of production for themselves, or to sublnit to such
low wages that they would soon wani in emigrate in pursnit
of the cupilal and business power. But on the other hand
every country has industrial troubles of its own; and, so long
as Englishmen mieet theirs in as brave and conciliatory a
spn‘lt as any other people, the owners of capital and business
power will have no strong inducement to seek other lands,

o Again, though the dependence of industry on a large
supply of capital is conslantly iucreasing, yet the influence
which the fall in the rate of iuterest exerts in checking
the accumulation of capital is a little less important than was
formerly supposed.

And again though progress depends ever more and more
on the energies of business men, and though some of them
wight slacken their efforts a little if the Earnings of Manage-
ment were lessened; yet the growth of wealth and intelligence
are constantly increasing the numbers of those who would do
the work of business management with great vigour for a
wmoderate reward, so long as they could retain their full freedom
and responsibility, and all the excitements of the chase.

The rejuinder of the opponents of Unions proceeds :— I it
But there re. V¢ tonceded that the National Dividend would

mainsapower- not he much lessened at once by i general rise of
ful argument

in the back-  Wages obtained at the expense uf profits ; and
ground. that labour, getting a larger shave of a Dividend

but little diminished, would be a little better ofl for the time ;
even then it has still to be considered that this diminution
would be progressive and cmwnnlative, unless the rise in wages
exercises some compensatory effect.  Thus if in one year the
diminution of profits causes the stock of capital 1o be one
per cent, less than it otherwise would have been, this loss
will hiave increased to abdut two per cent. at the end of
the second year, to ahout three per cent. at the end of the
third year, Lo about ten per cent. at the end of the senth
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r, and so on. But thi~ wannut go on for lung.  For
while the *loss increases steadily ¥ear by year, there will
be no corresponding inerease in the adhantaze which com-
hination gives to lalvmrer in their hargaining ; and <ooner
ur later the enmpetitivn of capital fiwr the aid of Jabour
in production will v hesenel: wages will full, and will
prbably go on falling until the removal of the causes which
lessened the ~upply of eapital. and therefore the National
Dividend . °

Tt s then clear that ot 1rice 1 wages is oltained simply
at the exywnse of profits, if it howers protits without exerting
any eowspenatony offect e the Natienal Dividend, it must
be velfdestructive in the lone rtun. Tt must lewd in time to
sach a searcity of wapiral awl of Lusiness power that the
Natioual Dividend will b incufticient to afford high wages to
lubour, even while eapital is getting a Jow rate of interest,
and budness power i rocelvinge low Ramings of Management,

§4. Thus the main issue between those who do and those
who e st think that Univns can permaneatly o oo
v wades, 1es Ives itself almnat entirely into the resolves itself
narrower yuestivnn whether the latter arve right :ngfn

in assuminyg that there is nu important compen- W‘;ﬁh" Ut""i‘“"
N L N actton on
satmy effiet to the injuries which sume furins whole lessens

- . » . - . . i
«f Tradeunion action inflict on production: that preduction.
{he net effect  F the action of Umons is to hamper business

T A fall i tle ate o f mterest fiom ~ay three to two pay cent would cut off
a gue 1 abaal fu ne the sy of some people. But these of othas would be
very Ritl- affocted by 2t jsee Book 1v, Ch vz § 6, and Lo elore the pacentage,
wnhicll {his Joweuny of the rate of 1taest hrom thnee to two, took from the
stack of capital m snecessive years wonld slightly dimitnsh,  In fact however
this correction is nmeh less important than one tendimg in the opposite
directive.  For wages coull not Le kept at their raised level without throwing
a vontinually inereasing bomden on eofits: and therefore the diminution (or
theck Lo the growth) of the Xational Dividend wonld be greater in the
secund year than 1 the fiest, geater in fhe tlurd senr than in the second,
aml o oti. Further, a fall in the rate of mtcrest promotes the use of
machiners, and tends to merease Amdliary-capital at the espense of Wage-
capitfl, and thas glightly to lower wages.
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and lessen production. Let us then address ourselves to this,
narrower questione ¢ -

On the side of Unions it is contended : (i) that the ablest
Unionists recognize the general solidarity of their interests
with those of the employer, and so far from needlessly
hindering him in his business, do all that they can to make it
work easily, smoothly and certainly by every means that is
compatible with their retaining their strategic advantages in
hargaining ; and (ii) that their action us u whole tends 1o
improve the character and incrense the efliciency of labour,
that this influence is cumulutive, and that its benefits out-
weigh any harm Unions can do in checking the growth of
the material means of production. Tet us investigate these
pleas.

§10. TFirstly as to the evils caused by strikes. Strikes
Strikesare  Ore often regarded as peculiarly the results of
generally dis-  Tyyde-unionism. But, as has already beent shown,
couraged by . - . . .
the best the hetter organized o Union is, the smaller is the
Unions. chasce that a local yuarrel will mature into a
strike.  And though when a strong Union does strike, the
contest, is likely to be a long one; yet the unwillingness of
employers to try conclusions with it, and the prudence of
the ofticinls of such a Union, together with the formn of its
government, tend to diminish the number of strikes.

Strikes are of course expensive,  But too mueh attention
The direct has been paid to the dircet expense which they
expensesof  cause to hoth sides, and perhaps even to the
strikes are of . . . . .
sroall im- occasional privation which they occasion to the
portance families of the employed. These evils obtrude
themselves on the notice of every one: and no doubt they are
great, But they are not great relatively to the innnense issues
at stake, They are not even great relatively to the uncer-
relatively to tainty and friction which strikes bring into busi-
the policy ness. 1t iy therefore the general policy of the

which they . .
support. Unions, more than the direct expenses of* the
-
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ogeasional strikes by which they enforce that policy, to which
s s . - .
wé must turn our attention’, .
§11. We may then pass to that part of Union policy
which consists of fixing a minimum (local) rate -

. R . . . A fixed mini-
of wage, and making it so high that it practically mum wage is
becomes the ordinary rate. Unionists contend oy evit toethe
that this, while essential to enable them to bar- fair dealing

. . . employer;
gain as a body with the employer, is not an un-
mixed evil to him. Tt saves him trouble and anxiety to be,
able to buy his labour, just a~ it does to buy his raw material,
at whulesale prices: for then he can be sure that nov neigh-
bouring competitor is buying them at a lower price and thus
preparing to sell the finished commodity more cheaply than he
can afford to. 'What public markets do for the fair-dealing
employer as regards raw material, Unions do for him, it is
maintained, as regards labour.

But unfortunately this is not quite true of lahour when
hired by time, because the labour is not sufli- | -

. . . its evil arises
ciently graded-. At present, no doubt, the nest chiefly from the
. fact that men
incompetent people of all are excluded from giger much in
Unions by the rule that a eandidate for admis- ::is‘ti:y and in-

. * - . Y-
sion must prove that he isx eapable of enrning the .
local minimum rate of wages® DBut to begin with, that is

L]

1 There is of course no advantage in comparing the expense of any particular
strike with the total direct gain to wages of any that follow after it: partly
becanse the events that follow the strike, may hnve been due to other causes,
and parlly becanse a strike is a mere incident in a campnign, and the policy
of keeping up an army and entering on o camprign has to be judged as a
whole. The gain of any particulur battle is not to be measured by the booty
got in it; and even defeat is no proof that the General was wrong in not
submitting without a battle. The cost of strikes is discussed with full
statistical detail in Mr Burnett's excellent reports on the subject to the Board
of Trade, and in several Reports of American Labour Bureaux.

2 Compare Book v. Ch. 1. § 3.

8 Some weight must Le allowed to the claim of the Unions that young men
are stimunlated to exertions by knowing that they must work up to this
smanaard. But it 18 not always o very high one; and, no doubt, some men,
when {hey have attained it, exert themselves but little to get beyond it; being
not miwilling to drpw largely ou the ont-of-work funds of their Tnion.
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only at the date of his admission: and for this Jery reason,
admissions to Umdons are most numerous when trade is rrood
and when men rather below the average are for the time
worth the standard wages. And further men vary as much
in their willingness, as in their power, to exert themselves to
do g good day’s work for their wages'.

A conceivable reinedy for this could be found by the classi-
This could be fication of the workers in each trade into several
lessened if the gyydes, with a mininmum (local) rate for each.

nionsfavour- 2

edmore classi- Of course learners always have special rates, and
fication; a few Unions allow old men to work beluw the
regular rate.  But most Unions are opposed to carrying the
classification further than this in the same branch of work;
partly because they fear it might enable the employer to
bargain with his men as indiv 1dunlh under the cover of offering
them work in a lower grade.

The difliculty is a real one; but perhaps Unionists would
make greater efforts to overcome it, if they realized fully how
which would mueh it diminishes the National Dividend, and
diminishin-  therefore in the long run the average wages
Sy oin throughout the country. For even when trade
zl;f_n:::;dcon- is ]Jrl\k there are some men who need a stimulus
therefore in  t0 exertion closer at hand than the fear of Leing
others. Jeft vut of employment when trade declines; and
when it docs decline, the employers have to dismiss more
men, and to dismiss them earlier, than would be necessary if
their wages were graded according to their efficiency. The
full extent of this evil is not readily perceived : for men lovk
chicfly at their own trade; and they think that, if there i»
less done by one set of men, there will remain more to be
done Ly others. While some fall into the ever-rccurring
fallucy that there is a ﬁxvd.\\'ork-Fund, many forget that the

P Tt is eommouly said by employers that ordinary men will do more thau

half as much again when they have a direct interest in their work asg when
they are paid by time.
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demand for the gouds and services of ewh tiwde and pro-
T&sion confes solely fiom the products of suther tradcs and
professions, and depends solcly upon than activity  and that
therefore by cutting shoit the period of wtivity of one tide,
they tend to throw others out of full work soonet than would
otherwise have been neccssuy, thit thus trade depresgion
spreads and ciuses further intcrruptions of wotk, which agun
act and 1react on other trawdes  Tr fut, while the growing
expensiveness of macdunety wd the growing rcadth of
matkets give 115 to strong furces constantly tending towards
mcreased regulatity of employment, the haste of some Umons
to put then mmnnnum 1 ve of w1205 1 hittle too ngh for those
men whom the employer 15 not very wnxions to have except
in prospcrous times, 15 one of the chit modorn hindrances to
settled conditions of work'

§ 12 The svstem of prcee work 15 <eldom found 1 the
hinest wud best of industinid reditions  Lhe most careful

1 It should however be noticed that miany Tnions adinit < £ (lassfieation to
this extent that the vuiations m the mnmumn wazes demanded by the
diffacnt local liauches aie vay gicit Thete 15 no umvasiliule but the
genai il 1ule 15 that the mumma are Inghest m and neu Toudon and next
m the manufactmnins @stincts, and thit they o1 uduilly deacwse with the
distwce fiom any pret centre of the trude w h(u, a In b stindand of w ak
15 needed wd pud for - Chus the Annl, imtad Soonty of Cupenters and
Jomars1eparted 1a 1995 mumma of 20 mlanzuce 22 mBunstaple 2y
Launton 25 m Luth ind Woreestar 31 mlistol (5 m bonungham wd
Manchestar anl 1?1 some T ondm sul mbe

Whae the wagos e igh the stindud of effiency which 4 man must
attamr m orda to eun the cmient w iges of the distract 19 i b If then 2
nmeinber of the Tmion 1t Baistol eanmot et 31 1 weel he will be forbndden to
work for less there bLut the Tmon will pry the expensc of ns gong say to
Taunton where he will be able to get emplovment at the curent wages On
the other hand an exception illy able cupentar m Taunton 18 hikely to migrate
to Brstol o1 London to get Ingher wr,¢s By thus sending mefhaent men to
places whae the standud of efhaency 16 Jow  and induectly at least helping
cfhcient men to go to places where 1t 15 Ingh, Tmons tend to perpetuate
local inequalities of efhaiency and thereforg Joeal me uahties of Tune nages

A propos i 15 now under considuintion’ m <ome Unions remesenting Juge
trades to wimat a Little mor¢ classification even with 1egud to mcmbers of the
sawe Biinch m order that a larger pcicentage of woxken. way be eligible for
admission to the pnwus of then several t1ades



382 BOOK VI cH. x1v. §§12,13.

and artistic work can seldom be measured by it; and in.
Piece.work s 1ADY trades, especially small trades, the work
notsuitedto all varies so much from bench to bench and from
trades. day to day that no regular tariff can be devised;
and piece-work degenerates into contract work, in which
the individual workman las to hargain alone with his
employer.

But in the majority of trades, the various tasks can he
Bt inothersjt 8raded accurately; and when a list of prices for
has great ad- them is agreed on, the employés grade themselves,
vantages. and yet present an unbroken phalanx in bar-
gaining with their employers. Piece-work adds to the wages
of the industrious workers; and it checks those habits of half-
hearted work, which flourish in every rank of life where the soil
is favourable. Tn many trades however for which it is appa-
rently well suited the Unions either prohibit it, or at least
avow dislike to it. '

In some cases this is caused by an undue eagerness of

_ certain employers to reduce piece work rates
Causes of dis- . .
tike to it. when they have thought their men were taking
too much money home. Some workmen opposc
it hecause they desire to take things easily, and have perhaps
a latent dislike to he gradgd according to their, merits.  And
some oppose it hecause t,my think it makes work scarce,
by inducing men to get through move of it than they otherwiso
would ; and here again come in the combined effocts of a little
trade-selfishness, and the fallacy of the fixed Work-Fund.
Perhaps these imperfections of human nature, rather than
Unions not Unionism, are further to be held responsible for
specially re-  Whatever ground there may be for the complaint
::i"s'_‘"me for  that sume Unionists urge their fellows not to
exert themselves over-much and absorb work that
others might be glad to do”,

'1 'Ijlus is not effected by general regulations; but in some workehops
Uniouist and Nou-unionist alike, soeial pressure is brought tg bear on any one
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, §13 The old doctrine that where there 15 a will there is
arway, 15 fwell illustrated by the success swith

Tradesthat are
which those trades, that are much subject t0 much subject
the hracing action of foreign competition, have toforeigncom-

petition
grappled with the ditheulty of making Union
action effectine on hehnlf of the cmployed, and yet nejther
genctally voxatious to the employer not expensive to the con
sumer  The trades which mike laigely for foragn matkets
ate more uniform m then methods of organvation thep
many othets  They not only buy theit mateiials but they <ell
then products vay much 1n open markets, and special trade

connections and tiade secicts are, s a 1rule, of
gencrally
comparatively small unportance mn them and Zdoptan

these conditions have of comise fauhitated the ;"‘1"52“"“""
)
minute dwstheation and grading of different

tashs  But theie hwve been more poweiful causes tending in
the cant ditection  For a quick nemesis has followed on any
quarrclsome o1 obstiuctive tendencies that have hindered in

who works so huid 15 to set a standaid of worh Inghar ®hw the others hke,
and no doubt the prescuce of a Tmon ddament may mciease this messure
Agun o forauw, if & memba of the Union, 15 somctimes apt to conceal the
fults of Tinouists, wmd to gne them an undac mddacnce over abla
Nonwmonsts  The contiol of v nnch of & Lnion has occwsonudly got
mto the hands of nun who have usad ats mpuhmay to obtamn full wages im
vy httle work, *and though such cises we 1ue the nuschicf which they
wanuse 15 pahaps groda tho thait due to otha hids of Tmon action whach
hue athricted v1uger share of pubhic attention

There are ponc il 1ules agmst worhing ovartine, but as was mdicited m
the Inst Chuptar 1if moder e m ¢ witer, they pomote the oficicncy of the
worker, and aie not myunious to production 1n the long 1un Ovatmme 15
sometimes forced on an unwilling employer by the 1esolve of some strong and
able men to get vary lugh wages at any cost  They are just the men on whom
he can dcpond most m 4 difficulty , so he 1s unious to 1etam them, and then
mdnadud demand for overtime overndes the collietne opposition of the
Tmon to it

Some Tmons have had and sclish 1ules lmuting very narowly mdeed
the number of apprentices, and othar e ungrs  The offects of such lumtations
haye alheady been discussed  But 1t should be added that i some cases thev
ate mompted, though not justihed, by the action of some employers who git
bad wml\ done &t low w1ges almost exclusively by lerinars, for whom they do
not efidesrou to juake any provision at the end of their tune
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any way, direet or indirect, the full efliciency of the hwwan
energies and the material capital invested in the trade; arfd
any injury that a union may cause to the employers, not being
capable of being pussed on to the consumers, acts quickly on
the supply of capital in the trade; and therefore reacts quickly
on the wages of the employed,

In trades that are largely subject to foreign competition,
and employers therefore, those union uﬂici'nls -wlm most fully
agd employed realize the fundamental solidarity between the
co-operates  interests of employers and employed, and who
oppose all demands which would needlessly hamper production
or inflict loss on the employers, arve those whose advice i<
found to bear the test of experience best: their influence
generally increases, and their character spreads itself over
the Union.  Meanwhile similar causes tend generally to bring
to the front those employers who give the most modevate
and prudent counsels, and whose relations with their efuployés
are most cordial.

The workmens in these trades were the first to welcune
and form machinery, and to accept payment by the piece.
Boards of And the employers in these trades were the first
Conciliation. 4, \elgome Trade-unions, to enter into negotin-
tions with them, and to arrange conjointly with them Buards
of Conciliation.  Tn these Boards an equal number of repre-
sentatives of employers and employed meet on equal terms;
they discuss now the minor details and now the broader prin-
ciples of wage-arrangements with reference to the current con-
dition of trade; and when they can agree, as they generally
can, their decision is in effect binding on the whole of their
trade in their distriet.

The character of their agrecment varies with the nature of
the trade; but in all cases t}my aim at graduating the payment
to the (hfhculty of each particular task, taking account in some
cases of differences in the character of the raw material sup-
plied, and in others of the delays caused by working With
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_nachinery that has not the very latest improvements. And
™ some trhdes they arrange lists of the prices to be paid for
each of many thousand different tasks'.

Arrangements of this kind, and even the much less satis-
factory expedient of occasional appeals to Arbi-
tration, do not work casily without the aid of {}’,,f;’:;‘ o}{‘:ﬁ“
strong organization on either side. Little bLut greatly facili-

tate business.

mischief indeed eomes from a weak Union, always
ready to interfere, but seldom able to secure the faithfyl
carrying out of an agreement, to which its own officers have
heen a party. But a strong Union, guided by able and far-
seeing men who have a grave sense of responsibility, is found

1o enable a few minutes’ quict conversation to scttle innumer-
able petly disputes that in old times would have caused much
delay and worry and loss of mutual good feeling. And, when
the time comes for great changes in wages either way, the
case is‘argued out by those who know exactly what are the
real points of ditliculty ; and who, though there must be in
thé background an appeal to force, will ye4 have recourse to

1 In the coal and iron trades these payments are sometines made to vary
by a Sliding Scale with the price of the product. The standard price and the
standard wage are usnally taken as those prevailing at a dite at which the
condition of trade is recognized by hoth sides to have been normal; and £ is
agreed that for every rise or fall of the price above or below its standard level,
wages should rise or fall above ar below thewr standard level by a corresponding
but generally smaller percentnge. The percentage is generally smaller to
correspond to the natural and beneficent tendeney of fluctuations of wages to
be lens in extent than those of prices (Sce Book vi. Ch. vir § 5). The
Sliding Scale, when working at its best, arranges that those influences which
short-period tluctuations in the price of a commodity are hound to exercise
on the current wages of the labour by which they are made, shall work them-
selves out smoothly and easily. But the basis of the Scale needs to be
changed from time to time to correspond with sltered conditions of trade, of
production, and of the libour market genernlly, These changes at rare
intervaly give effect to the influence which the supply price of labour exercises
in long periods on the price of the commodities raised by it. There are
however special difficulties connected witl! Sliding Seales, sume of which arise
from the fact that in many of the trades to which they apply, foreign compe-
{ition is only a partial regulator, and something approaching e local monopoly
is not rare.
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industrial war only as a last resource. In such trades we Inay,
conclude confidently that Trade-unions on the whofe facilitate
business'.

§ 14.  Other trades in which many able employers are not
Astrong Union S0ITY to be confronted by a fairly strong Union,
is often on the 418 those in which the labour is not highly
wholt helpful
in a trade in  skilled or specialized ; and the employers, know-
o tns ing that in case of need they can bring in fresh
strong. labour from a distance, have no fear of losing the
effective control of their own businesses. In such cases the
able and prudent Union leaders, having the confidence of
their followers, und heing able to make practically binding
contracts on their behalf, may save more trouble and worry
1o the employer in small questions than they cause in large
ones ; and they are more likely to hinder than promote such
aggressive action as would force the employer to extreme
measures. Many of the firms engaged in these tratles are
large, and use much fixed capital; they buy and sell every-
thing in large quantities, and would be willing to pay a
little extra for anything, Iabour included, to save them-
sclves the time and expense of making many detailed bar-
gzuuq But while the employers in sul.h cases may welecome
tho presence of a Union so long as it remains of moderate
strength 5 their attitude would quickly be changed if wny
great measure of success should attend the endeavours that
Trade are now being made in these very trades to revive
Federations.  and extend old projects of Federation of Unions,
and to make them irresistible by the use of the modern
weapons of sympathetic strikes and boycotts®.

1 In some trades an employer having ground of complaint against one of
his employés not unfrequently appeals to the Cuion secretary ; aud e having
investigated the matter compels the, workman to make good his default under
penalty of lusing the support of the Union.

2 An interesting history of carlier nttempts at Federation as well as of
Trade Councils and Trade-union Congresses is given in Mr Howell's Contlicts
of Capital and Labour, Ch. x. Throughout it all we find evidence of the" high
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§ 15 The disturbing effects of Tiade umon action are
?obab]y geen at their maxmnum n trades which have a

education that Umomsts ue daiving fiom all these vanous forms of
association They help different frades to enter mto one another s dificulties,
to bring to bear on one another the force of a public opmion which though
often one sided 1s on the whole bencficiil, and lastly to smooth away any
quariels nwinch may avise between different trades especially with r1egad to
apparent encrorchments by one on another s province ot such quanels ate
a8 frequent among modern Umons as they were among mediacy 11 Gilds  The
chief discussions nt Tiade wimon Congr esses haye howes er 1elated to Industinal
Legslation, on which they have exerted a gieat and on the whole & benefical
wmfluence

It 13 too emrly to furm a sound judgment of the mo1e ambitious new schemes
for Tederation TUnder the gmdance of able and 1esolute men they change therr
shapes 1apidly to avoid first one difficulty ard then wmother 1t 15 possible they
Thay attamn a powner, that would at present appear finught with some danger
to the State and yet use that power with moderation If so they wiil do
much towards changing the comise of mdustiiil histony For they amm at
hittle less than contiolling the genecrnl conduct of busmess m the mterest of
the workeis, just as much bemg allowed to the eniployers (that 1s to capital
and business power) ns 13 needed to avold greatly checl mg the supply of
capital aiid the activity of busmss

The method by which they propose to attun this result 15 generally to
sulamt every dispute to the sumeme Counctl of the Icderitton who pre em
powered—in some cases subjcct to the cypliut consent’of the several Umons
—to decdJaure war agunst the firms which xesist then decrees The council
may for mstance odar that the Tedaated t1ades shall not handle any goods
coming from o1 gong to those fmms o1 ¢ven thit they shall not work at all
for auy cmployer who 1cfuses to eense deiling with those fims  The poley
winch they propose 14 one rcquning geat Judgment and sclf control, qualities
that have not bedn shown i some of the 1ccant ventmes of such Tederations
m Americr Austribie and Tnglund  Bub men Icun by cxponence

In some 1ecent schemes for an alhiince between Go operitors and Trade
umonists mm Englwnd 15 has 1cen poposcd that co operators should buy no
goods that did not bcu a Tiade umon muk It 15 ceatain thit at present
the worst conditions of labour are ger i illy found among those who are
malking goods for the consumption of the wmhmng classes themselves, and it
13 qute right that they and other people, shonld s fm as possible avoid
purchasing goods made under these conditions  But 1t 15 a strong measure to
put 1t mn the power of a Umon to destr0y the tiade of an employer on the
ground that he does not conform to then requirements without making swe
that those 1equizements mie such as 1t 1s to the publhic mterest to enforce
Lhtors of this hind will however conect themselvexintime  Ar d meanwinle,
together with some little haxm and perhaps mmjustice, good will be done by
an attempt that calls the attentron of the worlung clisses a3 consumers
to the unltimate effect of a policy, of winch they me apt to see only one side
when they appropch 1t as Trade umonists
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monopoly of sume special skill, and are not inuch 111ﬂueuced by,

the fear of foreign competltlon 1t is'in some ?’f
Effectsofcom-
binationsin  these trades that a bad use of Trade-union foyces
:;ﬁ;ss’:ﬂfject is most likely to show itself, a use that injures
to external employers in the first instance, but in the long
compeutlon

run is chiefly at the expense of the general pul,h‘,
And indeed it is true now, as it was in the time of the old Gilds,
that in a trade which has any sort of monopoly, natural or
srtificial, the interests of the public are apt to be sacrificed
most, when peace reigns in the trade, and employers and em-
ployed-are agreeing in a policy, which makes access to the trade
difficult, stints production, and keeps prices artificially higl,

§16. So far we have discussed the influence of TUnipn
action on general wages, with reference to the question whether
on the balance it renders business more difficult and uncertain,
diminishes profits, and lessens the supply of capital and the
energy of business men. But we have not yet considéred the
strongest grounds of the claim made by Unions that they do
not on the wholeslessen the National Dividend, and thcr'éby
bring into action forces which will render futile their efforts to
raise wages. We have still to consider that the strongest
But Unionism 'c]aim of Unions to sustain wages depends on the
must be judged influence they exert on the character of the
{T,:L'S,{c:’,,,:‘s workers themselves ; though their position is not
the character  qq otrong as it might be made by the abandon-
of the workers. o 20 N

ment of all regulations and practices which
needlessly limit the number of learners in skilled trades, or
tend to deprive the workers of a good opportunity and a
strong motive for exerting their best abilities to the full extent
that is compatible with a due amount of rest and leisure.

It is true that Trade-unionism has already done much of
Unions found 1S _work .in th‘is di.l'ectio_n. It found even the
many workers artisan with but little independence and self-
oppressed, and . . . .
gavethemself- respect, incensed against his employers, but with
respect. no well-considered policy for compelling thét tu
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treat him Jbs an equal who had something to sell that they
wanted to buy This state of things wou;d in any case have
been much modified by the increase of wealth and of know-
ledge; which, together with the cessation of great wars and
the opening of our markets freely for the workman’s food,
would have taken away much of that want and fear of hynger
which depressed the physique and the moral character of the
working classes. Unions have been at once a chief produet
and a chief cause of this constant elevation of the Standuyd
of Life: where that Standard is high, Unions have sprung up
naturally ; where Unions have been strong, the Standard of
Jife has generally risen ; and in England to-day few skilled
“workers are depressed and oppressed’,

But there still remain trades in which special causes have
lowered the independence of the workers and
induced them to submit to conditions of hire :“‘;‘1‘::?::: are
and cohditions of work, which _constantly press tradesinwhich
them downwuards. Selling their labour with- :‘::;‘:“f]p s
out any effeclive reserve to employers anong
whom there is but little effective pompetition, they have not
partaken in the general progress. Relatively, if not abso-
lutely, the price of their labour has fallen: and yet it is 11ot
always cheap to the cinployer; for long years and in some cases
long genemtmm of poverty and (](,p(-ndence, without know-’
ledge and without sclf-respect, have left them weak and
unprofitable workers: and it i in relation to these classes
that Trade-unionism ix doing its most important work among
the present generation of Englishmen.

Its work has been successful in proportion as it has
resisted the temptation tu go counter to the economic forces
of the time; and has dirvected its chief efforts to giving men
a new spirit and a trust in a.n.d care for one another; and

1 7ill recently workmen suffered much hardship and wrong from some bad

masters. Unions have checked this partly by e\pl.umng the law to the work-
war’and 1)uttmg it in force for him.
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inciting them to avail themselves of those economic forces
that can be made %o work on their side. ¢ -
Thus for instance under the old régime at some of the
London Docks, the inevitable uncertainty of
Labour at the A
Docksunder employment was increased through lack of due
theold régime. o nsideration; men were kept waiting about
needlessly for the chances of an odd job, till their spirit
was gone; they turned their little earnings to very bad
agrount, and they were at once among the most miserable,
and the dearest workers in the country. A Trade-union giving
them some confidence in themselves and their fellows, insisting
on the removal of conditions which were very injurious, and
finally appealing to public sympathy for funds which enabled
them to put wu reserve price on their labour, was able
to give them a wonderful start: and though they have
not in every cuse known how to use their victory with
moderation and wisdom, they are now on a higher level than
before.
There is an abmost equal waste of human life, though “of
So called unother kind,in some other industries, such as
“Sweated” nail-making, and hand-sewing, in which old-
tmdes fashioned methods vainly struggle for life. These
are the industries in which the evils of the so-called sweating
system ave greatest, and the workers are most help]eqs The
forces of the time are moving them slowly on to better methods
of work, and therefore higher wages: but, if they could take
combined action, the movement would be hastened; and the
growth of Trade-unions among them would be partly a result
and partly a cause of their rise from their present low state
to a higher one.
§ 17. Though there is no longer room for Unionism to
There is much render services of this order to skilled workmen,
aldthatUnions 41 ere is still much that it can do even for them.

can still render

tothemoral  Tnions all can, and most of them in fact do,
character of . . . N
the workers, ~ exercise an elevating influence Ly punishing
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any member who conducts himself bu.dl), or who is frequently
MW of em]‘ﬂoyment from excessive drinking. There is much
moral strength in the esprif de corps that makes a man anxious
not to bring disgrace on his Union, and in the just pride
with which he contemplates the provision that its Benefit
and Provident Funds make to secure him from needing the
aid of public or private charity.

The betier the influences which Unions exert in these
respects the more likely is any inerease of wages . -
that they may obtain, to be turned to account in ?}?:ylgos:hriasr o
promoting the industrial efliciency of the present tf,“,’.; ;‘s":‘:’i:ely
and the coming generation of workers. In so permanentl}%.e *
Tar as they do this, the Unions have an effective
answer to the argument, recently given, that any check to the
growth of capital caused by a rise of wages at the expense of
profits is likely to be cumulative. If they do what they can
to make labour honest and hearty, they can reply that an
addition to the wages of their trade is as likely to be invested
in fhe Personal C(Lplt.ul of themselves and thzir c]u]dren, as an
increase in profits is to he invested, in Material Capital : that
from the national point of view persons are at least as re-
munerative o field of investment as things: and that inveqt-
ments in persons are cumulative in their (,ﬂ(-ctq from year to
year and from’ generation to generation’. Dut this answer is
not open to those Unions, or branches of Unions, that in effect
foster dull and unencrgetic habits of work.

§18. Tt would be a great gain if the neb influence of
Unions on wages could be clearly traced in Diffculty of
history. DBut this cannot be done. For many ascertaining
of the most important effects of Trade-union g’:f:::f,;“;i‘_’f
action are so remote from their causes as to Toet observa-
escape notice, unless they are carefully soaght
out; and even then they are so intermingled with the effects

1 See above CL. 1v. §§ 1, 6. In Eugland, and to an even greater extent in
America, the mntkrm.l savings of working men are themselves considerable,
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of otlier and, in some cases, more powerful causes, that thew
true meaning is 190t easily read™.

Let us however consider the relation of Trade-unions to
Unionsana 0O of the hiroad movements of wages noticed
wages in in the first half of the preceding Chapter. Trade-
‘:in?lg:'i‘:s' unions have been stronger in England than on the

Continent, and in America; and wages have been
higher in England than on the Continent, but lower than
ip America. Their strength in England was partly due to
that force of character, which was the chief cause of the
excess of KEnglish over Continental wages. Their weakness
in America was partly due to the very causes that made the
wagoes of the American working man so high ; viz his restless
enterprise, his constant epporuunities of hettering himself by
changing his abode and his oceupation, and the abundance of
land un which he could settle as an independent owner. The
highest wages of all that the world has known have® been in
gome parts of Californin and Australia; but they were due to
causes which exaluded the action of Umonﬂ. Gradually Teal
wages in those places have fallen—perhaps not absolutely, but
—relatively to the rest of the Western world ; and in their
desire to retard that fall, men have betaken themselves to

nionism of a specially active and adventurous character. But
it is not easy to decide whether in so doing th(‘) have not
checked the growth of wages hy retarding the influx of
apital, as mu(.h as they have increased it by madifying in
their own favour the distribution of the joint product of
lubour and capital. Again, not long ago wages were very low
in Seotland ; but they have already risen nearly up to the
English level, as a result of the general tendency of Jocal
inequalities of wages to diminish, and in spite of the fact that
Unions arve weaker in Scotland than in England.  Unionism
is however growing fast in Seotland : and in ghipbuilding, for

} Compare the footnate on pages 355, 356,
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which the Clyde has great natural atvantages, Unionism is
™ strong shd wages as high as in England.,

Again, those occupations in which wages have risen most
in England happen to he those in which there

. . . Unions and

are no Unions: they arce those kinds of domestic wages in
service and thuse employments for women and d:fferent
children in which there has been a great increase pecupatians.
of demand, while the increase of supply has been checked by
the growing unpopularity of domestic service, and the unwilling-
ness of the better grades of working men to let their wives
leave home and theiv children leave school early.  Again, few
of those branches of skilled labour which have had strong
®nions for the last fifty years, ean show as great a rise in
wages as has been secured in most unskilled occupations in
which physical strength is required, even though they have
had no effective Unions.

It is true that Unions claim to have made life more
pleasant in manufacturing and other industries,
and thus to have increased the inducements :;‘:"“:;::n:‘e";:
needed to keep people in domestic service. “And Unions on
it is further true that, in so far as Unionist ages ls
action may have raised the general level of life
of some classes of workers, it has helped to raise the intelligertce
and character, and therefure the wage-earning power of their
children, among whom are many domestic servants,  DBut, even
it we take an optimist estimate of these influences, such facts
as those just quoted prove that the direet influence of Unions
on wages is small relatively to the great economic forces of
the age. They prove this, but they prove no more than this,

And on the other hand the advocates of Unionism can
bring forward a long series of facts to prove thal inference that
when a comparison is made of wages in two ggi’:;zh;:fl
similar trades, or in two branches of the same Unionsdo
trade, or in the same branch of the same trade fne trades in

in two places; if it so happens that neither of :::‘ai:i’;::‘e!tf:ﬂ
them is favofired relatively to the other by the others. Y
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economic changes of the age, then that one which has the
stronge1 Umons das almost invanably the hgher wa,g(ﬂ’
and tlmt one i which the stiength of Unions 15 mereasing
most 1ap1dly 15 that mn which wages are 115mg fistest!

Such facts prove that, other things bemng equal, wages 1n
tiades 1n which there are stiong Umons are hikely to be
Ingher than 1n those 1 which theie ate not  But they do not
afford 1 conclusn e answer to those who hold thit & Union can
obta.m & 1clative 11se 1 wages 1 ats trade only by mo s which
mduectly cause 1 gcater loss m other trules, wnd that
therefore the effect of Unmonisin 1s to lower gencral wages

It should alsu be noted that all such futs lose sume of
their signiicance, when 1t 15 1emembered that a 15e of waged;
even when caused by a general mcreise 1n the prosperity of a
trade, 15 nealy always followed, as statistics show, by an

1 Thae are scver il cases of tiades with staong Dmon 1 whieh the rise of
wages has been retarded by causes winch may casily escape observation T';
mstance, the 119e of the wiges of compositors has buen himdued by the
diffusion of edncation which whle it much meicases the demand for then wnk,
1revents the power ofe eading und witing from having any longar amonopoly
value  than wages have however 11wn 1clatinvedy to the mcvmes of dlerhs
who me ffccted by the sune cuse but hive no Umen A, shalled na
founders were heanly struck by the mventim of machmay  the use of
which requnad mere physical strongth and cnibled many nnvves t cun
10% a duy at non foundmg 1t the vay tnue when the Uncyloved Tast of
the Tionfounders Tmon w s quoted hetore the Commssion en the Dapression
of I'tude as strong evidence of @ growing do wth of cmployment  And g,
the engmears have suffuied nommally ot least from the fact that—to say
nothing of those who me bilow the Umon standaid—thac 1 8 constant
maease m the number of men who coufine themsdves to compuativedy
simple worl 1n the mana, ement of machmes and aie not highly skilled all
round men  The avera,c meomes to diy of those who (ntered the engmeery
fiade thnty ycus ago are vay lugh mndecd Not s few are employas
many more are forumen and m posihions of trust m all kinde of mdustrns,
and many arc emrmng cxceptionallv hugh wages for delicate and vared work
m small, but lugh class businesses A great many of these however axc not
mumbers of the Umon at all, and those who me, owe vay hitle at mesent
(whatever they may hve done mn the past) to the aid of the Tmon

All these thiee t1ades have to do with bianches of production for winch
the demand 19 macasmg much faster than m proportion to the population
Lhey all have very strong and well managed Umons, and yet nll hype to

contend with stiong and not Yay obvions nndiances to a 1apd 11se m \ then
nunuuun: Kage



TRADE UNIONF* 395

increase in the strength of the Union. " For the rise, however
cMsed, inceases the men’s confidence in their leaders, and
makes them more willing as well as more able to pay their
entrance fees and subscriptions; and further it increases the
numbers of those who are qualified for admission by earning
the standard wages.

§ 19. The direct evidence of wage slatistics is then’ in-
conclusive. But, un the whole, they tend to General
confirm the conclusions to which our general conclusions,
reasonings secemed to point; and we may now 4
sum them up.

In trades which have any sort of monopoly the workers, by
Miting their numbers, may secure very high wages at the ex-
pense partly of the employers, but chiefly of the general com-
munity. Dut such action generally diminishes the number of
skilled workers and in this and other ways takes more in the ag-
gregute Srom the real wages of workers outside, than it adds to
those of workers inside: and thus on the balanceitlowersaverage
wagbs,  Passing from selfish and exclusive action of this sort, we
find that Unions generally can so arrange their bargaining with
employers as to remove the special :lisudvuntnges

. s soe Influence of
under which workmen would lu if bargaining a8 (nions on
individuals and without reserve; and in con- wages in pa-

» . . ticular trades.
sequence empldyers may sometimes find the path
of least resistance in paying somewhat higher wages than
they would otherwise have done. Tn trades which use much
fixed capital a strong Union may for a time divert a great
part of the aggrogate net income (which is really o Quasi-rent)
to the workers; but this injury to capital will be partly trans-
mitted to consumers ; and partly, by its rebound, reduce em-
ployment and lower wages. Some of those, who have caused
this result, may escape it themselves by changing their oc-
cupation or their abode. DBut in trades in which competition
from a distance is effective, the nemesis follows quickly: and, in
these?trades more than others, Uniony direct their energies to
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maintaining a moderate level of wages by means that do not
hamper productign. Other things being equal, tne preseﬂ‘ge
of a Union in a trade raises wages relatively to other trades,

But the influence which Unions exert on the average level
Influence of  ©F Wages is less than would be inferred by look-
Union action ing at the influence which they exert on wages
;::::ffs i;:s in each particular trade. When the measures
drawbacksand wlich they take to raise wages in one trade have
limitations. . . e

the effect of rendering business more ditlicult, or
anxious, or impeding it in any other way; they are likely to
diminish employment in other trades, and thus Lo canse a greater
aggregate loss of wages to other trades than they gain for
themselves, and to lower and not raise, the average level St
wages. For a fall in the rate of profits exerts an influence that
is real, though less than used to be once supposed, in causing
eapital to emigrate or even to be consumed, and in causing men
of business ability 1o emigrate or slacken their energres ; and
this influence is cumulative.

The power of Unions to raise general wages by ditect
means is never great ; it if never suflicient to contend success-
fully with the generul economic forces of the age, when their
drift is against a rise of wages. But yet it is suflicient
utaterially to benefit the worker, when it is so directed as to
co-operate with and o strengthen those general agencies, which
are tending to improve his position morally and economically.
And it will be so dirvected if the following conditions are
Conditions satistied.  Firstly, UTuions must aimn at making
under which  business easy and certain: this is already done by
g;',:::::lyy formal and informal Boards of Conciliation in
raise general — gome trades, especially such as produce largely
wages: for foreign markets. Secondly, they must aim at
raising the Standard of Life among the workers of the present
and the coming generation by fostering habits of sobriety and
honesty, independence and self-respect: this is done in
different degrees by all.Unions ; and whatever influence“they
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exerb in this divection is cumulative. Thirdly, they must aid
d#mnany as possible of the rising generation toguequire industrial
skill, and to join the higher paid ranks of labour: this calls
for some sclf-sacrifice, and is inconsistent with any attempt to
mise very high the wages in skilled trades by making the
entrance to them artificially diflicalt. Fourthly, they must
strive to develop the great stoves of husiness power and in-
ventive resource that lic latent among the working classes, so
that, production being economical and eflicient, the National
Dividend may be large; and that, business power heing cheaf,
and the share going as Earnings of Management being
relatively small, that which remains for wages may he high,
$he training which Unionists get from the management of
Union affairs, though highly beneficial to them as men
and as citizens, is yeb not exactly what is wanted for this
end. But Unions might do much towards it, by under-
taking particular contracts and even general business on
their own accounts; and by aiding and promoting all forms
of eo-operative enterprise, and especially such as open the
greatest number of opportunities to men of natural busingss
ability to find free scope for their constructive and ()rigina.ting
faculties'. Tifthly, they must he always specially careful ¢o
avoid action by which one class of workers inflict a dimget
injury on othefs.  Contests hetween Unions contending for the
same field of employment—as for instance hetween Unions of

1 Thus sacrificing the shadow for the substance, they should where
necessury, relax the rigid forms of some of their own rules in fayvour of small
genuine co-operative productive societies in the few trades in which guch
societies can suceessfully contend with the great natural difficulties by which
they are opposed. And in particular they should encourage productive
branches of distributive stores in which responsibility for risks and powey of
experiment are very nearly in the samo hands; and in which the busipagg
energies of men of the working class can be vivified and prepared for taking
an important part in inereasing the Netfonal Dividend und diminishing the
share of it which gues as Earings of Management. (Some aspects of this
question are further considered in an address by the present writer to the
Co-op¥rative Cougress in 1889.)
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shipwrights and carpehters, or plumbers and fitters—attract
their full meed ¢f attention; but more ‘importince resﬂ?
attaches to the injuries which one trade inflicts on others by
stinting the output of the raw inaterial which they have to
use, or by throwing themn out of work through a strike in
which they have no concern.

§20. As Mill says: “EBExcept on natters of mere detail,
Connection  there are perhaps no practical questions even
between the  among those which approach nearest to the
:;‘:;,:?: the  haractor of pure cconomic questions which admit
aspects of the  of heing decided on economic premises alone;”
problem. . . . . o . e .

and it is alike unscientific and injurious to the
public welfare to attempt to discuss men’s conduct in industrifit
conflicts without taking account of other motives beside the
desire for pecuniary gain. The world is not ready to apply in
practice principles of so lofty a morality, as that implied in
many socialistic schiemes, which assumes that no ene will
desire to gain at the expense of an equal loss of happiness to
others, Dut it is ready, and working men among others*are
ready, to endeavour to act up to the principle, that no one
should desire a gain whichl would involve a very much greater
loss of h.l.ppmmq to others. Of course the loss of £1 1nvulvo.s
nfach less loss of happiness to a rich man than to a poor man.
And it would not he reasonable 1o ask working-inen to abstain
from u measure which would give them a net gain of £1 at
the expense of a loss of 30s. to profits, unless it could he shown
that this loss would react on wages in the long run. But
many of them are willing to admit that no Union should adopt
a course which will raise its own wages at the expense of &
much greater total loss of wages to others; and if this principle
be generally adopted as a basis of action, then nearly all the
evil that still remains in the policy of Unions ean be removed
by such a study of economic science, as will enable them to
discern those remote effects of their action *which are not
seen,” as well as those imminediate results ¢ whicl: are seen:”
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With these reflections in view we may pass 10 sum up
aM develoP some *considerations as to the social influences
and the cthical charagter of trade union action, which have
already been indicated. Speaking broadly it may be said
that trade unions have benefited the nation as well as them-
selves by such uses of the Common Rule as make
for a true standardization of work and wages; True stans

> dardization
especially when combined with o frank cnde.wour ifeffifﬁ'?.'lf
to make the resources of the country go as far
as they will; and thus to promote tho gm\vth of the national
dividend. .\ny rise of wages or improvement in the conditions
of life, and employment, which they may obtain by these
easomable methods, is likely to make for social well-being.
It is not likely to worry and dishearten business enterprise,
nor to throw out of their stride those whuse efforts are making
most for national leadership : nor will it drive eapital abroad
to any great extent.

The case is different with applications of the Common
Ruke which make for a false standardization;

Danger that
which tend to foree employers to put relatively the Common
incflicient workers in the samo class for payment R e alse
as moro cflicient workers ; or which prevent any- :it::dardlza-
one from deing work for which he is capable, on ‘ o
the ground thdt it does not technically belong to him.  These
uses of the Rule ave primd jucic antisocial. There may
indeed bo stronger reasons for such action than appear on the
surface : but t]u-u' importance is apt lo be exaggerated by
the professional zeal of trade union officials for the technical
perfection of the organization, for which they are responSIblc.

Anti-social again is the false standardization involved in
refusing to allow an clderly man, who ean no ngistence on
longer do a full standard day’s work, to ta..ke fw“:llgse‘:?cﬁ_‘“d
something less than standard waged, This practice elderly
slightly restricts the supply of labour in the werkers:
tradey and appears to benefit those who enforce it. But it

4
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cannot permanently réstrict numbers: it often involves a -
heavy burden on the benefit funds of the unio#, and iw?%¢
generally shortsighted even from a purely selfish point of

view. It lowers the national dividend comsiderably : it con-

demns elderly men to take their choice between oppressive

idleness, and a weary struggle to work harder than is good

for “them.

To pass to a more doubtful case:—some delimitation of
Delimitation the functions of each industrial group is essential
of work. to the working of the Common Rule: and it is
certainly in the interests of industrial progress that every
urban artisan should seek to attain high proficiency in some
branch of work. But a good principle is apt to be pashe
to evil excess, when a man is not allowed to do a certain part
of the work on which he is engaged, though it is quite easy to
him, on the pretext that it belongs technically to another
department. Delimitation then, though a social gond when
applied moderately and with judgment, becomes anti-social
when pushed to extremes for the sake of the minor tacwical
advantages which it offers.

§21. Very little has ‘been said in the present volunie as
Ani . to the deficiencies of price—that is, a certain

n illustration

oPthe depend- number of grains of gold—as a measure of true
7,:.’::,;{:;‘:,’“‘ value: and therefore it has not been possible to
true measures  discuss in the present chapter the difliculties
of quantity. . . .

which beset trade union regulations on account
of these deficiencies. But a few words may be said on the
subject here, though they are not strictly in place. For the
matter is very important in itself; and it illustrates well
the intimate dependence of definite cthical jules on subtle
economic reasonings.

A man, who can perfectly control his horse, may properly
ride in a market-place, thowgh it would be wrong for a ba:l
rider to risk injuring others as well as himself by taking a
fiery horse there. - And in like manner the inherent #mper-
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fections in price as a measure of Yalue may cause some
stgingent uegulatiéns to be on the balance anti-social; even
though they might have worked on the whole more good than
harm if they could have been expressed in terms of a better
measure of value. Standards of wages are expressed in terms
of money: and since the real value of money changes from
one decade to another, and fluctuates rapidly from yeir to
year, rigid money standards cannot work out truly. 1t is
difficult, if not impossible, to give them appropriate elasticity :
and that is a reason against extreme applications of the
Common Rule, which must perforce use so rigid and imperfect
an implement.
w ghe urgency of this consideration is increased by the
natural tendency of trade unions to press for a

. . . . . rmal stan-
rise in standard money wages during inflations dardsof money
of credit, which raise prices and lower the pur- prEss gonver
chasing ,power of money for the time. At that tions ofcredit
. e . closelyenough.
time employers may be willing to pay high wages,
wmensured in real purchasing power and still higher wages in
terms of money, even for labour that falls somewhat short of
the standard of full normal efficiency. Thus men of but second-
rate efficiency earn the high standard money wages, and makg
good their claim to be admitbted as members of the unicn.
But very soorr the inflation of credit subsides, and is followed
by a depression; prices fall, and the purchasing power of
money rises : the real value of labour falls, and its money valuo
falls faster. The high standard of money wages, attained
during the inflation, is now too high to leave a good margin
of profits even on the work of fully efficient men ; and those,
who are below the standard of efficiency, are not worth the
standard wu.gest This false standardization is not an unmixed
evil to the efficient members of the trade: for it tends to
make their Jabour more in demand, just as does the com-
pulsory idleness of elderly men. Dut it does so only by

M. 14
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checking production, anti therefore checking the demand for
the lubour of othgr branches of industry. * The mvre suche®
policy is persisted in by trade unions generally, the deeper
and the more sustained is the injury caused to the national
dividend ; and the less is the aggregate of employment at good
wages throughout the country.

In the long run every branch of industry would prosper
All would gain DOUYET, if each exerted itself more strenuously to
inthelongrun get up several standards of efficiency for labuur,
::;‘:?or::d and with corresponding standards for wages; and
policy. were more quick to consent to some relaxation
of a high standard of money wages when the crest of a wave
of high prices, to which it was adapted, had passed zway
Buch adjustments are full of difficulty: but progress towards
them might be hastened if there were a more general and
clear appreciation of the fact that high wages, gained hy
means that hinder production in any branch of iadustry,
necessarily increase unemployment in other branches. For,
indeed, the only effective remedy for unemployment iy a
continuous adjustment of means to ends, in such way that
credit can be based on the’solid foundation of fairly accurate
forecasts ; and that reckless inflations of credit—the chief
c#use of all economic malaise—may be kept within narrower
Limits®, v

1 No donbt it is trne that in times of depression the disorganization of
consumption is a contribuntory cause to the continuance of the disorganization
of credit and of production. But a remedy for it is not to be got by a study
of consumption; as has been recently elleged by some crities, who appear not
1o have penetrated below tho surface of the question. No doubt there is good
work to be done by a study of the influence of arbitrary changes in fashion on
employment. But the main study needed is that of the organization of pro-
duction and of credit. Aud, though economists have not yet succeeded in
bringing that study to a snccessful issue, the cause of their failure lics in the
profound obscurity and ever changing form of the problem: it does not lie in
any indifference on their part to its supreme importance. Iconomics from
beginning to end is a study of the"mutual adjustments of consumption and
production: when the one is nnder discussion, the other is never out of mind.
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Thus Union policy as a whole is likely to be economically
“taccessful sprovidéd Unionists as individualsand ,
in their corporate capacity follow the dictates of sponsibality of
morality directed by sound knowledge. Some ” ublic oplnlon.
of the knuwledge required is easily accessible: some is difficult:
and some, as has just been indicated, is not to be attained
fully even by the most careful study. Bub trade uniyny are
deriving an ever-increasing assistance fromn public sympathy
and publie criticism ; and the more they extend the sphure
of their undertakings by Federation and International alliances,
the more dependent do they become on that sympathy and the
more amenable to that eriticism ; the larger the questions at
«@sugy the greater i» the force of public opinion  Publie
upinion, baserl on sound economies and just moralily, will, it
may be koperl. becowae ever more and more the arbiter of the
conditions of industry .

! The $teength and the respousilality of yublie opinion as regard the modern
developments of trade combmatiung of all hinds are discnsud §n on address
by the present writer to the Eeronomic Section of the Brilish Awsociation,
whiely is repullished in the Mtafisfy of Jowrnal tor Dec#1890.  And somethitig
farther &> sard on the meanng of the plugse ~a fair rate of wagen” with
specul referemee to Conciliation and Arhitration in an Tutrodnction by him fo
Mr L. L. Prices Jadustrial Peare. BSee also Br Pigon's Indusivial Peace,
Prof. Achley's ddjnstment af wagea, aml Prof. Gillman's Methods of Tndustry
Fes 0. The generil history of Unions is told i the writings of Mr and
Webl, Mr Bowele and Mr Barnett, aluy in the Reporis of & Conmiitiee of the
Natwoual Assocwtion fur Prometitg Soeml Seterne e 1y 1860, and of thie Hoyal
Commrysion o Trides Cnionsin 16—, A great doal of information bearing
o thewe and other questions discuwwed in this Chapter is published by the
Cummussion. on. Labour; sad the Final Keport has the unigue aathority derived
from the cooperntion of employers and trade union leaders of esceptional
shility and expertence.



CHAPTER XY.

PROVISIONAL CONCLUSIONS AS TO THE POSSIBILITIES
OF SOCIAL PROGRESS.

§1. Tuis study of Distribution suggests that the social
Social reform 300 economic forces already at work are changing
needs energy the distribution of wealth for the better :.2haés
and caution-  hey are persistent and increasing in strength;
and that their influence is for the greater part cumnulative;
that the socio-economic organism is more delicate and complex
than at first sight appears; and that large ill-considered
changes might result in grave disaster. In particular it
suggests that the assumpfion and ownership by government
of all the means of production, even if brought about gradually
and slowly, as the more responsible *Collectivists” propose,
might cut deeper into the roots of social prosperity than
afpears at first sight.

Starting from the fact that the growth of the national

. dividend depends on the continued progress of

The economic . . - s
and soeial invention and the accumulation of expensive
Z:uﬂ::t?\fism. appliances for production; we are Lound to re-
flect that up to the present time nearly all of the
innumerable inventions that have given us our command over
nature have been made by independent workers; and that
the contributions from Government officials all the world over
have been relatively small Further, nearly all tho costly
appliances for production which are now in collective owner-
ship by national or local Governments, have been bought with
resources borrowed muinly from the savings of business men
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and other private individuals, Oligirchic governments have

“3dmetime®made great efforts to accumulatd collective wealth ;
and it may be hopeds that in the coming time, foresight and
patience will become the common property of the main body
of the working classes. But, as things are, too great a risk
would be involved by entrusting to a pure democracy the
accumulation of the resources needed for acquiring yet further
command over nature.

There is therefore strong primd fucie cause for fearjng
that the collective ownership of the means of production,
would deaden the energies of mankind, and arrest economie
progress, unless before its introduction the whole people had

“Bcred a power of unselfish devotion to the public good
which is now relatively rare ; and, though this matter cannot
be entered upon here, it might probably destroy much that
is most beautiful and joyful in the private and domestic
relations of life. These are the main reasons which cause
patient students of economics generally to anticipate little
goBd and much evil from schemes for sydden and violent
reorganization of the economic, sogial and political conditions
of life.

Further, we are bound to reflect that the distribution of
the national dividend, though bad, is not nearly g ...
as bad as is ‘commonly supposed. In fuct there inequalities of

. . wealth are
are many artisan households in England, and ofen cxag.
even more in the United States in spite of the gerated,
colossal fortunes that are found there, which would lose by
an equal distribution of the national income, Therefore the
fortunes of the masses of the people, though they would of
course be greatly improved fur the time by the removal of all
inequalities, would not be raised even temporarily at all near
to the level which is assigned to them in socialistic anticipa-
tions of a Gulden Agel. ‘

1 The aunual income of the 43,000,000 people in the United Kingdom
appears to gmount to £1,700,000,000 or a hittle more. Now many leading
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But this cautious attitude does not imply acquiescence in
but they are the px%c.:ent %nequa.lities of wealth. TKo drift ef
needlessly economic science during many generations has
great. been with increasing force towards the belief
that there is no real necessity, and therefore no moral justifi-
cation for extreme poverty side by side with great wealth.
The inequalities of wealth though less than they are often
represented to he, arc a serious flaw in our economic organiza-
ticg. Any diminution of them which can be attained by
means that would not sap the springs of free initiative and
strength of character, and would not therefore materially
check the growth of the mnational dividend, would seem to he
a clear gocial gain. Though arithmetic warns us that - ig*
impossible to raise all earnings beyond the level already
reached by specially well-to-do artisan families, it is certainly
desirable that those who are below that level should be raised,
even at the expense of lowering in some degree those who are
above it,

§ 2. Prompt action is needed in regard to the lamye,
The excep- thoug}t it ma’i.y,})e haped, now steadily d.iminishing,
::;’:;‘e:i‘d‘:u:: % Residuum ” of persons who are physieally, nien-

. * tally, or morally incapable of doing a good day’s
~work with which to earn a good dauy’s wage. This class
perhaps includes some others beside those who aro absolutely
‘“unemployable.” But it is a class that needs exceptional
treatment. The system of economic freedom iz probably the
best from both o moral and material point of view for those
who are in fairly good health of mind and body. But the

artisans earn about £200 a year; and there are a vast number of artisan
honsobolds in which each of four or five members are earning incomes ranging
from 18s. to 40s. a week. The expanditure of these houssholds is on ag large,
if not e larger scale, than would by possible if the total income were divided
out equally, so as to yield abont £40 annnally a head. This fact is noted
in an article on *“The social possibilities of economic chivalry” in the
Eeonamic Journal for March 1907, where several of the suggestions made
in the present chapter are fiiriher deyeloped. hd
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Residuum cannot turn it to good act.x)unt and if they are
alibwed t¢® bring up chlldren in their o%n pattern, then
Anglo-Saxon free(lom anust work badly through them on the
coming generation. It would be better for them and much
better for the nation that they should come under a paternal
discipline something like that which prevails in Germany".

The evil to be dealt with is so urgent that strong
measures against it are eagerly to be desired.

he claims

And the proposal that a minimum wage should and the diffe

be fixed by authority of Government below ;‘:",22:&‘;{,;:_‘:

which no man may work, and another below minimum
which no woman may work, has claimed the ™6
‘aftefion of students for a long while. If it conld be made
effective, its benefits would be so great that it might be gladly
accepted, in spite of the fear that it would lead to malingering
and sume other abuses; and that it would be used as a
leverage® for pressing fur a rigid artificial standard of wages,
in cases in which there was no exceptional justification for
“But, though great improvements in the details of the
scheme have been made recently, and especially in the last
two or three years, its central difficulties do not appear to

1 A heginning might be made with a broader, more educative and mcte )
generons adminiseration of publie aid to the belpless. The difficulty of dis-
erinvination wonld ueed to be faced: and in facing it local and eentral
anthorities wonld obtain auch of the information needed for gniding, and in
cxtreme cases for controlling, thore who are weak and especially thoses whose
weakness is a sonree of grere danger {o the coming generation. Elderly people
1wight be helped with a clief regurd to economy and to their personal inclina-
tivns. But the case of thuse, who are respousible for young children, would
call for a greater expenditure of public funds, and & more strict subordination
of perscnal freedom to public vecessity. Thenost urgent among the first steps
towards eausing the Rexiduum to cease from the land, is to insist on reguolar
achool atfendance in decent clothing, and with bodies clean and fairly well fed,
In case of failnre the parents shonld be warned and advised: as alast resource
1he Lomes might be clowed or regulated with some limitation of the freedom of
ihe parenis. The expense world be great® but there is no other so urgent nead
for bold expenditure. It would remove the great canker that infects the whole
Doily of the nation: and when the work was done the resonrees that had heen
shsorbel by it would be free for sume more pleasand but leas presging social duty,
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have been fairly fn.ced‘ There is scarcely any experience to
guide us except that of Australasia, where every?inhabit@it
is part owner of a vast landed property,; and which has been
recently peopled by men and women in full strength and
health. And such experience is of but little use in regard to
a pgople whose vitality has been impaired by the old Poor
Law, and the old Corn Laws, and the misuses of the Factory
system, when its dangers were not yet understood. A scheme,
tjjat has any claim to be ready for practical adoption, must be
based on statistical estimates of the numbers of those who
ander it would be forced to seek the aid of the State, because
their work was not worth the minimum wage; with special
reference to the question how many of these mightssiared
supported life fairly well if it had been possible to work with
nature, and to adjust in many cases the minimum wage to the
family, instead of to the individual®.

§ 3. Turning then to those workers who have fairly good
Peaple fit moral and physical stamina, it may be estimated
only for un.  roughly that those who are capable only of rether
:‘::":;:;3‘:}“ ungkilled work constitute about a fourth of the
::‘r:!:::srlsﬂng in population. And those who, though fit for the

lower kinds of skilled work are neither fit for
. Highly skilled work, nor able to act wisely and promptly in
responsible positions, constitute about another fourth. If
similar estimates had been made in England a century ago,
the proportions would have been very different: more than a
half would have been found unfit for any skilled lnbour at ali,

1 This last eonsideration seems to have been pushed on one side largely
under the influence of a faalty annlysis of the nature of “ parasitic” work and
of its influence on wages. The family is, in the main, a single unit as regards
geographical migration: and thercfore the wages of men are relatively high,
and those of women and children low where heavy iron or other industries
preponderate, while in some other districts less than half the money income of
the family is earned by the father, ‘and men’s wages are relatively low. This
natural adjustment is socially beneficial; and ngul national rules as to
minimum wages for men and for women, which ignore or oppose if, are to
be deprecated.
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, beyond the ordinary routine of a.anctlhure and perhaps less
"vhan a sth pa,rt would have been fit fOr highly skilled or
responsible work: fer the education of the people was not
then recognized as a national duty and a national economy.
If this had been the only change the urgent demand for
unskilled labour would have compelled employers to pay, for it
nearly the same wage as for skilled: the wages for skilled
labour would have fallen a little and those for unskilled would
have risen, until the two had nearly met.

Fiven as it is, something like this has happened: the wnges
of unskilled labour have risen faster than those .
of any other class, faster even than those of :;?;?;25,::;
wewed labour. And this movement towards the kinds of un.

R skilled labour,
equalization of earnings would have gone much
faster, had not the work of purely unskilled labour been mean-
while continually annexed by automatic and other machinery;
50 that there is less wholly unskilled work to be done now
than formerly. It is true that some kinds of work, which
traditionally belong to skilled artisans, require now less skill
than formerly. But, on the other hand, the so-called “un-
skilled ” labourer has now often to handle appliances too
subtle and expensive to have been safely entrusted to the
ordinary English labourer a century ago, or to any peoplé’ at,
all in some Backward countries now.

Thus mechanical progress is a chief cause of the great
differences that still exist between the earnings of different
kinds of labour; and this may seem at first sight a severe
indictment : but it is not. If mechanical progress had been
much slower the real wages of unskilled labour would have
been lower than they are now, not higher: for the growth of
the national dividend would have been so much checked that
even the skilled workers would generally have had to content
themselves with less real purchasing power for an hour’s work
than the 6d. of the London bricklayer’s labourer : and the un-
skilitd labourers’ wages would of coumse have been lower still.
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We have then to stfive to keep mechspical progress in
rhe chier  Tull s¥ing, in spite of its narrowing t# demarfl
remedy is to  for unskilled labour ; but tc. diminish the supply
E‘t,iﬂ::: ‘:,t;-the of labour incapable of any but unskilled work so
;:;:;1:::[{“ fl.i.st, that the average income of the country may
than that of  rise faster even than in the past, and the share
their parents. ¢ it got by each unskilled labourer may riso
faster still. To that end we need to move in the same direc-
tiog as in recent years, but more strenuously. Eduecation
must be made more thorough. The schoolmaster must learn
that his main duty is not to impart knowledge, for a few
shillings will buy more printed knowledge than a man’s brain
can hold. Tt is to educate character, faculties and activrimss®™
so that the children even of those parents who are not
thoughtful themselves, may have a better chance of being
trained up to become thoughtful parents of the next genera-
tion. To this end public money must flow freely. *And it
must flow freely to provide fresh air and space for wholesome
play for the childrgn in all working class quarters?, *

Thus the State seemy to be required to contribute
generously and even lavishly to that side of the well-being of
the poorer working class which they cannot easily provide for

«themselves: and at the same time to insist that the inside of
the houses be kept clean, and fit for those who will be needed
in after years fo act as strong and responsible citizens. The
compulsory standard of cubic feet of air per head needs te
be raised steadily though not violently: and this combined
with a regulation that no row of high buildings be erected
without adequate free space in front and behind, will hasten
the movement, already in progress, of the working classes
from the central districts of large towns, to places in which
freer playroom i possible. Meanwhile public aid and control

1 Tt is urged in Principles, fifth édition, Appendix G, 8, 9, that the heglth
of the working classes, and especially of their children, has a first claim on
rates lovied on that special value of urban land which is caused Ry the
concentration of popnlation. °
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in medical and sgpitary matters will "work in another direc-
tich to lefen the weight that has hitherfo pressed on the
children of the poores classes.

The children of unskilled workers need to ba made capable
of earning the wages of skilled work. and the children of
skilled workers need by similar means to be made capable of
doing still more responsible work. They will not gain much,
they are indeed more likely to lose, by pushing themselves
into the ranks of the lower middle class: for, as has already
been observed, the mere power of writing and keeping
accounts belongs really to a lower grade than skilled manual
work ; and has ranked above it in past times, merely because
PSPYEr education had been neglected.

The lawer middle ranks are overcrowded as badly as are
the lower ranks of manual labour, both skilled pgreriat pro-
and unskilled. But there is plenty of room in i::m‘i:lz’he
the upptr ranks of the artisans; and there is constructive
abundant room for new comers in the upper ‘mAgination.
ranks of the middle clars. It is to the actjvity and resource
of the leading minds in this clags that most of those in-
ventions and improvements are due, which enable the working
man of to-day to have comforts and luxuries that were rare or
unknown even among the richest of a few generations ago: .
and without which indeed England could not supply her
present population with a sufficiency even of common food.
There is often a social loss as well as a social gain when the
children of any grade press into the grade above them. But
it is an almost unmixed gain that children of the lowest class
should move upwards. And it is a vast and wholly unmixed
gain when the children of any class press within the relatively
small charmed circle of those who create new ideas, and who
embody those new ideas in solid constructions. Their profits
are sometimes large: but taking one with another they have
probably earned for the world a hundred times or more as
much as they have earned for themstlves.
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It is true that mangr of the ldrgest forjunes a,re made by
speculation rathet® than by truly constructive work?¥ and mch
of this speculation is associated with amti-social strategy, and
even with evil manipulation of the sources from which
ordinary investors derive their guidance. A remedy is not
eagy, and may never be perfect. Hasty attempts to control
speculation by simple enactments have invariably proved
either futile or mischievous: but this is one of those matters
in which the rapidly increasing force of economic studies may
be expected to render great service to the world in the course
of this century.

In many other ways evil may be lessened by a wider under-

. standing of the social possibilities of ecoidine.
s::;?ll,ﬂme, chivalry. A devotion to public well-being on the
ofeconomic  part of the rich may do much, as enlightenment
chivalry.

spreads, to help the tax-gatherer in turning the
resources of the rich to high account in the servic&® of the
poor, and may remove the worst evils of poverty from Um
land.

§4. The mequn.htles gf wealth, and especially the very

. low earnings of the poorest classes, have been
Itigeasierto discussed with reference to their effects in
,2}1‘;‘9“:“'3"“" dwarfing activities as well as in curtailing the
much easier sa.tlsfact.lon of wants. But here, as everywhere,
:::2::::1 the economist is brought up against the fact

that the power of rightly using such income
and opportunities, as a family has, is in itself wealth of the
highest order, and of a kind that is rare in all classes.
Perhaps £100,000,000 annually are spent even by the
working classes, and £400,000,000 by the rest of the popu-
lation of England, in ways that do little or nothing towards
making life nobler or truly happier. And, though it is true
that a shortening of the hours of labour would in many cases
lessen the national dividend and lower wages: yet it would
probably be well that most people should work rather less
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provided that the consequent loss < material income could
ke met esclusively by the abandonment by all classes of the
Jeast worthy methodg of consumption; and they could learn
to spend leisure well.

But unfortunately human nature improves slowly, and in
nothing more slowly than in the hard task of learning to use
leisure well. In every age, in every nation, and in every
rank of society, those who have krown how to work well,
have been far more numerous than those who have known
how to use leisure well. But on the other hand it is dhly
through freedom to use leisure as they will, that people can
learn to use leisure well: and no class of manual workers,
avmassre devoid of leisure, can have much self-respect and
become full citizens. Some time free from the fatigue of
work that tires without educating, is a necessary condition
of a high standard of life.

In Jthis, as in all similar cases, it is the young whose
faculties and activities are of the highest im- [ . .
portance both to the moralist and the economist. interestof the
The most imperative duty of this generatioh is to Y*""&"
provide for the young such opportunities as will both develop
their higher nature, and make them eflicient producers. And
an essential condition to this end is long-continued freedom
from mechahical toil; together with abundant leisure for”
school and for such kinds of play as strengthen and develop
the character.

Even if we tovk account only of the injury done to the
rising generation by living in homes in which the father and
the mother lead joyless lives, it would be in the interest of
society to afford some relief to them also. Able workers and
good citizens are not likely to come from homes from which
the mother is absent during a great part of the day, nor from
homes to which the father seldom returns till his children
are asleep. And therefore the individuals immediately con-
cerntd, and society as a whole, have, a direct interest in the
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curtailment: of extravaghntly long- hours of duty away from
home, even for mineral-train-guards and others, whose wosk
is not in itself very hard.

§5. In discussing the difficulty of adjusting the supply
Hindrances  ©F industrial skill of various kinds to the demand
toindustrial  for it, attention was called to the fact that the
adjustgent. adjustment could not be nearly uccurate, because
the methods of industry change rapidly, and the skill of a
worker needs to be used for some forty or even fifty years
aff®r he has set himself to acquire it'. The difficulties which
we have just discussed turn largely on the long life of in-
herited habits and iones of thought and feeling. 1f the
organization of our joint-stock companies, of our railwaaese
our canals is bad, we can set it right in a decade or two. But
those elements of human nature which have been developed
during centuries of war and violence, and of sordid and gross
pleasures, cannot be greatly changed in the course of & single
generation.

Now, as always, noble and esger schemers for the ere-
If human organtzation of society have painted beautiful
nature could  pictures of life*as it might be under institutions

ideally . . s . . .
transformed  Which their imagination constructs easily. But
;:‘ft;t:vﬁ:‘l’; be it is an irresponsible imagination, in that it
unnecessary  proceeds on the suppressed assumption that
and harmless. } man nature will, under the new institutions,
quickly undergo changes such as cannot reasonably be ex-
pected in the course of a century, even under favourable
conditions. If human nature could be thus ideally trans-
formed, economic chivalry would dominate life even under
the existing institutions of private property. And private
property, the necessity for which no doubt reaches no deeper
than the gualities of human nature, would become harmless
at the same time that it besame unnecessary.

1 Bee sbove VL v. 1,2,
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There is then need to guard agninst the temptation to
cwerstate She ecohomic evils of our own age, and L
to ignore the existenge of similar and worse evils irhere s evil
in earlier ages; even though some exaggeration impatience as

) . well as in ex-

may for the time stimulate others, as well as treme patience
ourselves, to a more intense resolve that the ;’l‘;':h soclal
present evils shall no longer be allowed to exist.
But it is not less wrong, and generally it is much more
foolish, to palter with truth for a good than for a selfish
cause. And the pessimist descriptions of our own age, ¢Bm-
bined with romantic exaggerations of the happiness of past
ages, must tend to the setting aside of methods of progress,
ddangrork of which if slow is yet solid; and to the hasty
adoption of others of greater promise, but which resemble the
potent medicines of & charlatan, and while quickly effecting
a little good, sow the seeds of widespread and lasting decay.
This igypatient insincerity is an evil only less great than that
moral torpor which can endure that we, with our modern
regources and knowledge, should look on contentedly at the
continued destruction of all that is worth Iving in multitudes
of human lives, and solace oursefves with the reflection that
anyhow the evils of our own age are less than those of the
past. o

And now we must conclude this part of our study. We
have reached vory few practical conclusions; because it is
generally necessary to look at the whole of the economic, to
say nothing of the moral and other aspects of a practical
problem before attempting to deal with it at all: and in real
life nearly every economic issue depends, more or less directly,
on some complex actions and reactions of credit, of foreign
trade, and of modern developments of combination and
monopoly. But the ground which we have traversed in
Books V. and VL. is, in some respects, the most difficult
of the whole province of economics; and it commands, and
gives access to, that which lies yet before us.
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METHODS OF STUDY,

§1, Ir is the business of economics, ag of almost every other
goience, to collect facts, to arrange and interpret them, and to draw
inferences from them. All the devices for the diseovery of the relwb-® -

between cause and effect, which are described in treatises
g“g“‘ti‘"‘ and o, geientific method, have fo be used in their turn by the
,:p::b‘,’:. *1° economist : there is not any one method of investigation

which ean properly be called the méthod of economics;
but every method must be made serviceable in its proper place, either
singly or in combination with others. And ag the number of combina-
tions that can be made on the chess-board is so great that probablysno
two games exactly alike were ever played; so no two games which the
student plays with nature to wiest from her her hidden truths, which
were worth playing at all, ever made use of quite the same methods
in quite the same way.

But in some branches of economic inquiry and for some purposes, it
18 more urgent to ascertain new facts, than to trouble our¥elves with the
explanations of those which we already have, While in other branches
there is still much uncerfainty as to whether those causes of any event,
which lie on the surface and suggest themselves at firss, are both true
causes of it and the only causes of it ; and in these branches it is even
mote urgently needed to serutinize our reasonings abou} facts which we
already know, than to seek for more facts,

The reasoning from particular facts to general principles is ealled
induction ; the reasoning from general principles to particular facts is
called deduction. Prof. Schmoller, an eminent German historian and
economist, says well: *Induction and deduction are both needed for
seientific thought a8 the right and®left foot are both needed for walking,
.They rest on the same tendencies, the same beliefs, the same needs of
our reason.”

1 Seq abovs, p 28,
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§ 2. 'There is however no jscope in erpnomics for long chains of
deductive r(?soning ¢ that is for chains in which each link is supported,
wﬁolly or mainly, by that which went before, and without
obtaining further suppor’ and guidance from observation :f°r‘;§:;:‘ii':“
and the direct study of real life. Such chains can be ;¢ pmﬁmﬁe_
made in astronomy and in some other branches of
physical science, in which the character and strength of all the chief
causes at work are known so exaectly that we can predict befosehand
the effect of each singly, and thence infer the combined effect of all.
But it cannot be done as yet in chemistry ; for we cannot be quite sure
how a new combination of chemical elements will work until we have
tried. And when drugs are used medicinally, it is often found that they
affect different people in different ways: it is not always safe to give &
large dose of & new drug to one patient, trusting to the fact that it has
» Yorked well in an apparently similar case. And economics has as various
ANt WBcertain a subject-matter to deal with as has medical science,

Thus if we look at the history of such strictly economic relations as
those of credit and banking, of trade-unionism or co-operation, we
find that modes of working, that have been generally successful at
some times and places, have uniformly failed at others. The difference
may somletimes be explained simply as the result of variations in general
enlightenment, or of moral strength of character and habits of mutual
trugt; but sometimes the explanation is more difficult.

§3. On the other hand, there is need at evéry stage for analysis,
that is, for taking to pieces each complek part and studying the relations
of the several parts to one another and to the whole: Explanation of
and in doing this we are constantly making inferences, observed facts
that is, short steps of reasoning both inductive and invelves <
deduetive. The process is substantially the same whether F°23°PIng
we are explaining what has happened or predicting what is likely to
happen., Explanation and prediction are really the same mental
operation ; though they are worked in opposite directions, the one from
effect to cause, the other from cause to effect.

Observation may tell us that one event happened with or after
another, but only by the aid of analysis and reason can we decide
whether one was the cause of the other, and if we reason hastily we are
likely to reason wrong, Wider experience, mora careful inquiry, may
show that the causes to which the event is attributed could not have
produced it unsided ; perhaps even that they hindered the event, which
was brought about in spite of them’by other causes that have escaped
notice.

IfAve are dealing with the facts of remotg times we must allow for the
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changes that have meanwhilg come over $he whole character of economic
life : however closely.u. problem of to-day may resemble i.n.its outward
incidents another recorded in history, it is probable that a thorough
peientific examination will detect a fundamented difference between their
renl characters. Till this examiunation has been made, no valid argu-
ment can be drawn from one case to the other.

§ 4. The part which systematic scientific reasoning plays in the
produstion of knowledge resembles that which machinery plays in the
Further production of goods. For when the same operation has
observations  t0 be performed over and over again in the same way,
on the nature it generally pays to make a machine to do the work;
,‘:*"“mi‘ and where there is so much changing variety of detail

ws. that it is unprofitable to use machines the goods must be
made by hand. Similarly in knowledge, when there are.any processes of
investigation or reasoning If which the same kind of work has to be done
over and over again in the same kind of way, then it is worth w 0
reduce the processes to system, io organize methods of reasoning and to
formulate general Laws.

It is true that there is =0 much variety in economie problems,
economio causes are intermingled with others in so many different ways,
that exact scientific reasoning will seldom bring us very far on the way
to the oonclusion for which we are seeking. But it would be foolish to
refuse to avail ourselves of its aid, so far as it will reach :—just as fod¥ish
a8 would be the oppdsite extreme of supposing that seience alone can
do all the work, and that noththg will remain to be done by practical
instinet and trained common sense.

atural instinet will select rapidiy and combine justly considerations
owhich are relevant fo the issue in hand; but it will select chiefly from
those which are familiar ; it will seldom lead a man far below the surface,
or far beyond the limits of his personal experience. And we shall find
that in economics, neither those effects of known caunses, nor those causes
of known effects which are most patent, are generally the most important.
*That which is not seen’ is often better worth studying than that
“which is seen.” Especially is this the case when we are trying to go
behind the immediate causes of events and frying to discover the
causes of those causes (cause causantes).

/1t is sometimes said that physical laws are more universally true and
less changeable than economic laws. It would be better to say that an
economic law is often applicable only to a very narrow range of circum-
stances which may exist together &t one particular place and time, but
which quickly pass away. When they are gone, the law, though still {rue
a8 an abstract proposition, has no Ionger any practical bearing; bftause

—
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the particular seb of causes wilk which it dgals are nowhere to be found
acting together without 1mportant disturbance, from other causes.

ough economic reasoning is of wide a,pphcatmn, we cannot insist too
urgently that every age and every country has its own problems; and .
that every ehn.ng,e in social conditions is likely to require & new develop-
ment of economic doetrines.

Tt s true also that human effort may alter the conditions under which
people live, and their eharacters, and thus may affect the economits laws
that will be valid in the next generation. It may for instance destroy
the conditions under which the most helpless of our match-box makers
have been formed ; in the same way as it bas substitnted sheep whose
law of life it is to ma.ture early, for the older breeds which did not atfain
nearly to their full weight till their third year.

The * normal ” conditions with which economics deals are constantly
being changed, partly through the unconscious influence of general social
PR, partly through conscious and deliberate endeavour. And while
with advancing knowledge we are constantly finding that economio
enalysis and general reasoning have wider and wider applications, and
are learning in unexpected ways to see the One in the Many and the
Many in the One; we are also getting to understand more fully how
every agé and every country has its own problems, and how every change
in social conditions is likely fo require a new development of economio
doctrines.
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CONSBUMERS' SURPLUS,

§1, Tas benefit, which a person gets from purchasing at 8 low
price things which he would rather pay a high price for than go without,
}mmﬁ%@& Our aim now 15 temmly
the nofion of consumers’ surplus as an eid in estimating roughly some
of the benefits which a person derives from his environment or his
conjuncture.

In order to give definiteness to our notions, let us consider the case of
tea purchased for domestic consumption. Let us take the casewf » man
Consumera’ who, if the price of tea were 20s. a pound, would just be
surplus in induced to buy one pound snnually; who would gust
relationtothe be induced to buy two pounds if the price were 14s.,
demand ofan  y},r0q pounds if éhe price were 10s., four pounds if the
individual. A . . A

price were 6s., five pounds if the price were 4s., six pounds
if the price were 8s., and who, the price being actually 2s., does purchase
gefn pounds, ‘'We have to investigate the consumers’ surplus which he
¥, ., . .
derives from his power of purchasing tea at 2s, & pound. *

The fact that he would just be induced to purchase one pound if the
price were 20s., proves that the total enjoyment or satisfaction which he
derives from that pound is as great as that which he could obtain by
spending 20z. on other things. When the prica falls to 14s., he could, if
he chose,, continue {o buy only one pound. He would then get for 14s.
what was worth fo him at least 20z, ; and he will obtain & surplus satis-
faction worth to him at lenst 6s., or in other words & consumers’ surplus
of at least 62, But in fact he buys a second pound of his own free choics,
thus showing that he regards it as worth to him at least 145, He obtains
for 285, what is worth to him at least 20s. +14s.; i.e. 345, His surplus
satisfaction is at all events nol dminished by buying it, but remaing
worth ab least 0s, to him. The total utility of the two pounds is worth
a} leasy 34s., Lis consumers’ surplus is at least 6s. The fach tha$ each
additional purchase reacts ch the utility of the purchasgs which he had

1 See above, p. 80,
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*
previously decided {o make, has alreads i Bedh aHmmf for, and must uot be
«sunted ¢ 2cond time.

When the price fally to 10+, he might, if he chose, eontinue to buy
only two pounds; and obtain for 20s. what was worth to him at least
84z., and derive a surplus satisfaction worth at least 14s. But in fact he
prefers to buy a third pound : and as he does this freely, we know that
he does not diminish his surplus satisfaction by doing it. He ngw gets
for 80s. three pounds; of which the first is worth fo him at least 20s.,
the second at Jeast 14+., and the third at least 10s. The total utility of
the three iz worth at least 44s., his consumers’ surplus is at least 14s.,
and so on. »

Then at last the price has fallen to 2s. he buys seven pounds, which
are severally worth to him not less than 20, 14, 10, 6, 4, 3, and 25, or
50s. in all. This sum measures their total utility to him, and hia

wapidizamers’ surplus is (at least) the excess of thiz sum over the 14s.
he actually does pay for them, i.e. 45s5. This is the excess value of the
satisfaction he gets from buying the tea over that which he could have
got by spending the lis. in extending a little his purchase of other
commodities, of which he had just not thought it worth while to buy
more ab their current prices; and any farther purchases of which at
those prices wounld not yield him any consumers’ surplus.,, In other
wopds, he derives this 43s. worth of surplus enjoyment from his con-
joncture, from the adaptation of the environmeat to his wanis in the
particular matter of tea. If that adapfation ceased, and tea could not
be had at any price, he would have incurred a loss of satisfaction at least
equal to that which he could have got by spending 43s. more on extra
supplies of thmgs that were worth to him only just what he paid for,
them. :

The first ponml was probably worth to him more than 20s. All that
we know is that it was not worth less to him. He probably got some
small surplus even on that. Again, the second pound was probably
worth more than 14s. to him. All that we know is that it was worth at
least 14s. and not worth 20s, to him. He would get therefore at this
stage a surplus satisfaction of at least Gs., probably a little more.

The significance of the condition that he buys the second pound of
his own free choice is shown by the consideration that if the price of 14s.
had been offered to him on the condition that he took two pounds, he
would then have to elect Letween taking one pound for 20s. or two
pounds for 28s. : and then his taking*two pounds would not have proved
that he thought the second pound worth more than 8s. to him., But as it
is, hq takes a second pound paying 14s. unconditionally for it; and that
proves that it ig worth at least 14s. to him. *
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Jt is sometimes objectetf that as he increases_his purchases, the
urgency of his need for his earlier purchases is diminished® and thetr
utility falls ; therefore we ought to continually yedraw the earlier parts
of our list of demand prices at a lower level, as we pass along it towards
lower prices (i.e. to redraw at a lower level our demand curve as we pass
along it to the right). But this misconceives the plan on which the list
of priggs is made out. The objection would have been valid, if the
demand price set against each number of pounds of tea represented the
average utility of that number. For it is true that, if he would pay just
20s. for one pound, and just 14s. for a second, then he would pay just
84s.«for the two; i.e. 17s. each on the average. And if our list had hed
reference to the average prices he would pay, and had sef 17s. against the
second pound ; then no doubt we should have had to redraw the list as
we passed on. For when he has bought a third pound the average utility
to him of each of the three will be less than that of 17s.; being iameieey
14s. 8d. if, as we go on to assume, he would pay just 10s. for a third
pound. But this diffienlty is entirely avoided on the plan of making out
demand prices which is here adopted ; according to which his second
pound is credited, not with the 173, which represents the average value
per pound of the two pounds; but with the 14s., which represents the
additional utility which a second pound has for him. For that remains
unchanged when he has bought a third pound, of which the additiogpal
utilify is measured by €0s.1

§2. We may now pass fronw the demand of an individual to that
of & market. If we neglect for the moment the fact that the same
Thedemand of _sum of money represents different amounts of ple?.sure
@ market. to different people, we may measure the surplus satisfac-

tion which the sale of tea affords, say, ¥n the London
market, by the aggregate of the sums by which the prices shown in a
completa list of demand prices for tea exceeds its selling price,

Let us then consider the demand curve DD’ for tea in any large
market.

1 Again it has been objected :—“Of what avall is it to say that the utility of an
income of (szy) £100 a year is worth (say) £1000 a year?” There would be no avail in
saying that. But there might be use, when comparing life in Central Africa with life in
England, in saying that, though the things which money will buy in Central Africa may
on the average be as cheap there as here, yot there are so many things which cannot be
bought there at all, that a person with a thousand a year there is not so well off as a
person with three or four hundred a year hgre. If a man pays 1d. toll ona bridge, which
saves him an additional drive that would cost a shilling, we do pot say that the penny
is worth a shilling, but that the penny together with the advantage offered him by the
bridge (the part it plays in his conjuncture) is worth a shilling for that day. Wgge the
bridge swept away on a day on which he needed it, he would be in at least a3 bad
8 position as if he had been deprived of elaven pence.
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»
Let OH be the amount whicl?is sold therd at the price HA annually,
@ year being jaken as our unit of time, Taking "

any point M in OH let us draw MP vertically D

upwards to meet the cufve in P and cut a

horizontal line through 4 in B. We will Fig. (10}
suppose the several Ibs. numbered in the order :

of the eagerness of the several purchasers:

the eagerness of the purchaser of any lb. being p °
measured by the price he is just willing to pay B
for that ib. The figure informs us that OM © D’
can be sold at the price PM'; but that at any o M H a

higher price not quite so many Ibs. can be
sold. There must be then some individual who will buy more at the
price PM, than he will at any higher price; and we are to regard the

-Caith 1b. as sold to this individual. Suppose for instance that PM

represents 44., and that OMl represenis a million lbs, The purchaser
described above is just willing fo buy his fifth Ib. of tea at the price 4s.,
and the OMth or millionth 1b. may be said to be sold to him. If AH and
therefore RM represent 2s., the consumers’ surplus derived from the
Ofth 1b. js the excess of PAM or 4s. which the purchaser of that 1b. would
have been willing to pay for it over RM the 2:. which he actually does
pay 'ior it. Let us suppose that & very thin vertical parailelogram is
drawn of which the height is PAI and of which the base is the distance
slong Oz that measures the single unif or lb. of tea. It will be con-
venient henceforward to regard price as measured not by a mathematical
straight line without thickness, as PAI; but by a very thin parallelogram,
or a8 it may be called a thick straight line, of which the breadtl,is
in every case equal to the distance along Oz which mensures a unit or 1b.*
of tea. Thus we should say that the total satisfaction derived from the
Oiith 1b. of tea is represented (or, on the assumption made in the last
paragraph above is measured) by the thick straight line 3/P; that the
price paid for this 1b. is represented by the thick straight line MR and
the consumers’ surplus derived from this 1b. by the thick straight line RP,
Now let us suppose that such thin parallelograms, or thick straight lines,
are drawn for all positions of A between O and H, one for each 1b. of tea.
The thick straight lines thus drawn, as MP is, from Ox up to the demand
curve will each represent the aggregate of the satisfaction derived from a Ib.
of tea; and taken together thus ocoupy and exactly fill up the whole area
DOHA. Therefore we may say thaj the area DOHA represents the
aggregate of the satisfaction derived from the consumption of fea.
Again, each of the straight lines drawn, as MR is, from Oz upwards as
far a3 AC represents the price that actuslly is paid for a lb. of iea.
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These straight lines togeth®r make up®the area (ZOHA; aud therefore
this area represents ¢he total price paid for tea. Finallygeach of ghe
straight lines drawn as RP is from 4C up\vn.sds as far as the demand °
curve, represents the consumers’ surplus derived from the corresponding
Ib. of tea. These straight lines together make up the area DCA; and
therefore this area represents the total consumers’ surplus thaf is derived
from _tea when the price is 4AH. But it must be repeated that this
geometrical measurement is only an aggregate of the measures of benefits
which are not all measured on the same scele except on the assumption
just made above. Unless that assumption is made the area only
regresents an aggregate of satisfactions, the several amounts of which
are not exactly measured. On that assumption only, its area measures
the volume of the total net satisfaction derived from the ten by its
various purchasers,

‘We cannot guess at all accurately how much of anythingenazple
would buy at prices very different from those which they are accustomed
to pay for it: or in other words, what the demand prices for it would
be for amounts very different from those which are commonly sold.
Our list of demand prices is therefore highly coujectural except in the
neighbourhood of the customary price; and the best esiimates we ean
form of the whole amount of the utility of anything are liable to large
error. Bat this diffieulty is not important practically. For the chief
applications of the @octrine of consumers’ surplus are concerned with
such changes in it as would gecompany changes in the price of the
commodity in question in the neighbourhood of the customary price:
that is, they require us to use only that information with which we
am fairly well supplied. These remarks apply with special force to

¥ necessaries, .

Again, for some purposes such things as tea and coffee must be
grouped together as one commodity: and it is obvious that, if tea were
inaccessible, people would increase their consumption of coffee, and
vice versa. The loss that people would suffer from being deprived
both of ten and coffee would be greater than the sum of their losses
from being deprived of either alone: and therefore the total utility of
tea and coffee is greater than the sum of the total utility of tea cal-
culated on the supposition that people ean have recourse to coffee,
and that of coffee calculated on & like supposition as to tea. This
dificulty can be theoretically evaded by grouping the two *rival”
commodities together under a comgnon demand schedule. On the other
hand, if we have calenlated the total utility of fmel with reference to
the fact that withont it we could not obtain hot water to obtajn the
beverage tee from fea leawes, we should count somet.hing twice over
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if we added to that utility tfw total utilijy of tea leaves, reckoned on
e, similar plan: ahd again the total utility of agriculbural produce
includes that of ploughs, and the two may not be added together;
though the fotal utility of ploughs may be discussed in connection
with one problem, and that of wheat in connection with another,
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APPENDIX O,

QUASI-RENTS, OR INCOMES FROM AN APPLIANCE FOR PRODUCTION

* ALREADY MADE BY MAN,

§ 1. Tum farmer pays “rent” to his landlord without iroubling
> , himself to distingnish how much of the annual net value
E‘;:n’:ﬂ"" % of his land is due to the free gift of nature, and how
much to the investment of capital by his landlord in the
improvement of the land, and in erecting buildings on it. Now the
income derived from farm buildings, or houses, is clearly of themszef¥
character as the income derived from durable machines; and that
ineome is popularly classed with profits more often than with rent. Buj
yet the farmer’s habit of speaking has much justification. For the
incomes derived from appliances for production made by man have
really somethmg analogous to true rents.

The net incomes derived from appliances for produotlon already
made, may be ealled their quasi-rents: partly because we shall §nd
Quasi-rent. that, when we are considering periods of time too short

to enable the swpply of such appliances to respond
to a change in the demand for them, the stock of them has fo
be regarded as temporarily fixed. For the time they hold nearly the
same relation to the price of the things which they take part in pro-
ucing, as is held by land, or any other free gift of natare; of which the
stock is permanently ﬂxed and whose net income is a true rent. Let us
take an illustration from ma.nufncture.

§ 2. Let us guppose that an exceptional demand for a certain kind

Illustration of textile fabrica is caused by, say, a sudden movement
relating to of the fashions. The special machinery required for
manufacture.

making that fabric will yield for the time a high income,
governed by the price that can be got for the produce, and consisting of
the excess of the aggregate price of that produce over the direct outlay
(meludmg wea.r-s,nd-tenr) incurred in its production; and the quasi-rent,
or nef income, from the machinery will be for the time greater than
normal profits on the original investment.

If later on the tide {urns, and the demand is less than had been
expected ; the factories with the most imperfoct appliances, and the

[ ]
1 See above, p. 214,
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worst machinery in other factorfes will be Jrown ouf of work; while
,tho.e machin &, which'it is just worth while to keep $n work, will just pay
the actual expenses of working them, but will yield no surplus. But the
excess of the price got for he goods made by the better appliances over
their wear-and-tear, together with the actual expenses of working them,
will be the income which these appliances yield during the short period
of depression. 'This quasi-rent or net income derived from the machinery
will in this second period be less than normal profits on the orifinal
investment,

These remarks may be extended. Appliances for production are of
many different kinds : they include not only land, factories and machings,
but also business ability and manual skill. The owner of any one of
those will not generally apply it to produce anything, unless he expects
to gain in return at least enough to compensate him for the immediate

*a1 Zearacial trouble, sacrifice and outlay involved in this particular
operation, and which he could esecape by declining to undertake it.

In short periods the supply of these various appliances for pro-
duction—whether machinery and ofher material plant, or specialized
skill and ability—has not time to be fully adapted to demand ; and the
producers, have to adjust their supply fo the demand as best they can
with the appliances already at their disposal. On the one hand there is~
not {jme materially to increase those appliances if the supply of them is
deficient ; and on the other, if the supply is excgssive, some of them
mast remain imperfectly employed, sigece there is noi time for the
supply to be much reduced by gradual deeay, and by conversion fo
other uses. The particular income derived from them during those
times, does not for the time aflect perceptibly the supply; nor therefare
the price, of the commodities produced by them: it is a surplus of total”
receipts over Prime (money) cost, governed by the more or less accidental
relations of demand and supply for that time. And this excess has
enough resemblance to that excess value of the produce of land over the
direct cost of raising it, which is the basis of rent as ordinarily under-
stood, to justify us in calling it a Quasi-rent.

A Quasi-rent differs however from a irue Bent in this way. If
true Bent censed, those gifts of nature which are free and Rent proper
imperighable would remain undiminished, and be ready and Quasi-
to contribute their part to production as before. But if *®ot-
the Quasi-rent from eny class of appliances for production not made by
man fell so low that it did not amouns in the long run to normal profits
on the investment of capital and effort required to sustain the supply
of thcpe appliances; then those appliances would dwindle, and would
not contribute their part to production as defore. In long periods, on
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[
the other hand, there is#time to adjusi the xesonrces of supply ¢,
demand. . [ .

§ 2 The general principle under dlscm:si'on may then be put i}ug,
Restatement  The price of anything and the amount of 1t that is pro.
of the main duced are together governed by the general relationg of
pnnciple, demand and supply: the price just covars the expepges
of production of that part of this amount which is raised at the greygeqt
disadVantege ; every other part yields a surplus above its diwect cogt;
and this surplus is a result and not a eause of the selling price. Toy the
price is governed by the relations of supply and demand; and whilg of
cogrse, the surplus does not affect the demand, so neither does it agfect
the sapply, since it is yielded only by & part of the produce which woglq
be produced even at a lower price.

When we are taking & broad view of normal value extending over g
very long period of time, when we are investigating the causcgwWimh
determine normal value “in the long run,” when we are tracing gl
$suliimate” effects of economic causes, then the income that is deryeq
from capital in these forms enters into the payments by which the
expenses of production of the commodity in question have to be covered,
and it directly controls the action of the producers who ase on e
margin of donbt as to whether to increase the means of productioy op
not., But, on the other hand, when we are considering the causes Yhich
datermine normal prjees for o period which is short relatively to that
required for largely increasing Jhe supply of those apphances for po.
duction, then the stock of these appliances has to be taken a9 fixeg,
almost as though they weie free gifts of nature. The shorter the pe; od
which we are’considering, and the slower the process of productioy of

*those appliances, the less part will variations in the <ncome d>rjyed
from them play in checking or incrensing the supply of the commag,t,
produced by them, and in raising or lowering its supply price; and the
more nearly true will it be that, for the period under discussion, the pet
income to be derived from them is fo be regarded as a producer’s surpjng
or quasi-rent.

This doctrina is however diffioult, and easily misundersiood. Furg)er
study is required before it can be safely applied to complex 15sues’,

} Sowe further study will be found i Praneiples, fifth cdition, v vii—x1
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APPENDIX D2
DEVELOPMENT OF THE DOCTRINE OF WAGES.

§ 1. Tae simplest account of the causes which determine the
distribution of the national income is that given by the French ecodo-
mists who just preceded Adam Smith; and it is based .
upon the peculiar circumstances of France in the latter 3;}52:{:‘::
half of last century. The taxes, and other exactions wages are
levi®d tfom the French peasant, were then limited only ﬁgec‘: ';-‘{ the
by his ability to pay; and few of the labouring classes gece“m“_
were far from starvation ; and therefore the Physiocrats,
as the French economists of the time were called, assumed for the sake
of simplicity, that there was a natural law of population according to
which the’wages of labour were kept at starvation limit. They did not
sappose that this was true of the whole working population, but the
exceytions were so few, that they thought that the general impression
given by their assumption was true.

Again, they knew that the rate of interest in Europe had fallen during
the five preceding centuries, in consequence of the fact that ** economy
had in general prevailed over luxury.” But they were impressed very
much by the sensitiveness of capital, and the quickness with which’ito
evaded the oppressions of the tex-gatherer by retiring from his grasp;
and they therefore concluded that there was no great violence in the
supposition that if its profits were reduced below what they then were,
capital would speedily be comsumed or migrate. Accordingly they
assumed, again for the sake of simplicity, that there was something like
a natural, or necessary rate of profit, corresponding in some measure to
the natural rate of wages; that if the current rate exceeded this necessary
level, capital would grow rapidly, till it forced down the rate of profit to
that level; and that, if the current rate went below that level, capital
would shrink quickly, and the rate would be forced upwards again.
They thought that, wages and profits being thus fixed by natural laws,
the natural value of everything was gdverned simply as the sum of wages
and profits required to remunerate the produoers.

1 See above, pp. 231, 218,288,
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Adam Bmith saw that labour and J8pital were not at the verge of
The western  Starvation in England, as they swere in France. In
world has out- England the wages of & great part of the working classes+
ot I:l:h‘:hich were sufficient to allow much wore than the mere neces-
that opinfon saries of existence; and capital had too rich and safe
was based. a field of employment there to be likely to go out of
existence, or to emigrate. So when he is carefully weighing his words,
his gse of the terms ‘‘the natural rate of wages,” and *‘the natural
rate of profit,” has not that sharp definition and fixedness which it
bad in the mouths of the Physiocrats; and he goes a good way towards
explaining how they are determined by the ever-fluctuating conditions
ofMiemand and supply. He even insists that the liberal reward of labour
“ increases the industry of the common people™; that *‘a plentiful sub-
sistence increases the bodily strength of the labourer ; and the comfortable
hope of bettering his condition, and of ending his days perha.ps in ease
and plenty, animates him $o exert that strength to the utmost.™ Where
wages are high, accordingly, we shall always find the workman more
active, diligent and expeditious, than where they are low; in England,
for example, than in Scotland; in the neighbourhood of great towns than
in remotse country places!.” And yet Adem Smith sometimes falls back
into the old way of speaking, and thus makes careless readefs suppose
that he believes the mean level of the wages of labour to be ﬁxed by
an iron law at the bare necessaries of life.

Malthus® again, #n his admirable survey of the course of wages in
England from the thirteenth tosthe eighteenth centuries, shows how their
mean level oscillated from century to oentury, falling sometimes down to
about half a peck of corn a day, and rising sometimes up to & peck and
o 8%half or even, in the fifteenth century, to about two necks a height
beyond which they have never passed except in our “own day. But
although he observes that ‘an inferior mode of living may be & cause as
well a8 a consequence of poverty,” he traces this effect almost exclusively
to the consequent increase of numbers; he does not anticipate the stress
which economists of our own generation lay on the influence which habits
of living exercise on the efficiency, and therefore on the earning power of
the labourer,

Ricardo’s language is even more unguarded than that of Adam Smith
and Malthus; his whole treatment of wages is in some respects less
satisfactory than theirs. It is true, indeed, that he says distinetly3:—
‘1t is not to be understood that the natural price of labour estimated in

1 Wealth of Nations, Bk, 1. ch. viiz, 1 Political Economy, 1v. %
8 Ricardo’s Principles, v. -
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food and necessaries is absoldiely fixed and constant., It essentially
depends on the habitand customs of the people.” But, having said this
soncé, he doed’ not take the trouble to repeat it constu.ntly, and in, conse-
quence many readers forget that he says it; and suppose him to believe
that the population always increases very rapidly as soon as wages rise
above the bare necessaries of life, and thus causes wages to be fixed by
“a natural law” to the level of these bare necessaries. This law has
been called, especially in Germany, Ricardo’s “iron” or *‘brazen”,law:
many German socialists believe that this law is in operation now even in
the western world; and that it will continue to be so, as long as the plan
on which production is organized remains * capitalistic” or *‘individual-
istio”; and they erroneously claim Ricardo as on their side. o

Mill followed Malthus in dwelling on those lessons of history which
show that, if a fall of wages caused the labouring classes o lower their
ata.nda.rd of comfort *the injury done to them will be permanent, and
“theit afteriorated condition will become a new minimum tending to
perpetuate itself as the more ample minimum did before.”

But it is only in our own generation that a careful study has begun
to be made of the effects that high wages have in increasing the efficiency
not only of those who receive them, but also of their children and grand-
children. * In this matter the lead has been taken by Walker and other
American economists; and the application of thé comparative method of
study o the industrial problems of different countries of the old and new
worlds is forcing constantly more and more attention to the fact that
highly paid labour is generally efficient &hd therefore not dear labour; d
foct which, though it is more full of hope for the future of the human
race than any other that is known to us, will be found to exercise a very
complicating mﬂuence on the theory of distribution.

§2. At the beginning of last century, great as was the poverty of
the English people, the peoples of the Continent were poorer still. In
most of them population was sparse, and therefore food
was cheap; but for all that they were underfed, and could Origin of
not provide themselves with the sinews of war. France, f:it,:::,nc: ‘;‘,:3;,,

after her first viotories, helped herself along by the forced to dependence
contributions of others. Bui the countries of Central ©f v_nglel on
Europe could not support their own armies without capital.
England’s aid. Even America, with all her energy and national resources,
was not rich; she could not bave subsidised Continental armies. The
economists found the explanation chiefly in England’s capital, which was
much greater than that of any other country. Other nations were envious
of England, and wanted to follow in her steps; but they were unable to
do so, Partly indeed for other reasons, but chiefly because they had not
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eapital enough. Their a.n?ual income Jas required for immediate con.
pumption. There was not in them a large clase of peo ke who lmd 8
good store of wealth set by, which they did not need consum® ats
once, and which they could devote to making ‘machines and other things
that wonld aid labour, and would enable it to produce a larger store of
things for future consumpiion. A special tone was given to their
arguments by the scarcity of capital everywhere, even in England;
thatethe growing dependence of labour on the aid of machinery; and
lastly, by the folly of some followers of Roussean, who were telling the
working classes that they would be better off without any capital at all,

In consequence, the economists gave extremo prominence to the
si®tements; first, that labour requires the support of capital, i.e. of good
clothes, &c., that have been already produced; and secondly, that labour
requires the aid of capital in the form of factories, stores of raw material,
&e. Of course the workman might have supplied his own capital, but in
fact he seldom had more than a little store of clothes and furniffre, Bnd
perhaps a few simple tools of his owvn—he was dependent for everything
else on the sevings of others. The labourer received clothes ready to
wear, bread ready to eat, or the money with which he could purchase
them. The capitalist received a spinning of wool into yarn, a weaving of
yarn into cloth, or & ploughing of land, and only in & few cases com-
modities ready for use, coats ready to be worn, or bread ready to be eaten.
There are, no doubt, important exceptions, buf the ordinary bftgain
between employers afd employed is that the wage-receiver gets command
over commodities in a form reddy for immediate consumption, and in
exchange carries his employer’s goods a stage further towards being
ready for immediate consumption, But while this is trne of most
efhployees, it is not true of those who finish the Pprocesses of produchon
For instance, those who put together and finish watchos, give to their
employers far more commodities in a form ready for immediate con-
sumption, than they obtain as wages. And if we take one season of the
year with another, so as to allow for seed and harvest time, we find that
workmen as a whole hand over to their employers more finished com-
modities than they receive as wages. There is, however, a rather forced
sense in which we may perhaps be justified in saying that the earnings
of labour depend upon advances made to labour by capital. For—not to
take account of machinery and factories, of ships and railroads—the
houses loaned to workmen, and even the raw materials in various stages
which will be worked up into commodities consumed by them, represent
o far greater provision of capital f8r their use than the equivalent of the
advances which they make to the capitalist, even wien they work fora
month for him before gettin“g any wages,



2
DEVELOPMENT OF THE DOCTRINE OF WAGES. 433

Such are the facts which Cioonomists of the present as well as of
ear]ier times have wished to express by sayiudy that 41l labour requires the
® support of ¢®pital, whether owned by the labourer or by someone else;
and that when anyone works for hire, his wages are, as a rule, advanced
to him out of his employer’s capital—advanced, that is, without waiting
till the things which he is engaged in making are ready for use. These
simple statements have been a good deal eriticized, but they have never
been denied by anyone who has taken them in the sense in which they
were meant. ?

Unfortunately, however, some of the older economists were not
content to leave the matter there, They went further and said that the
amount of wages was limited by the amount of capital; and this stege-
ment cannot be defended ; at best it is but a slovenly way of talking, It
has suggested to some people the notion that the total amount of wages

. that could be paid in & country in the course of, say a year, was a fixed
sum, ¥ by the threat of a strike, or in any other way, one body of
workmen got an increase of wages, they would be told that in consequence
other bodies of workmen must lose an amount execlly equal in the
aggregate to what they had gained. Those who have said this have
perhaps thought of agricultural produce, which has but one harvest in
the year,» If all the wheat raised at one harvest is sure to be eaten before
the next, and if none can be imported, then it is true that if anyone's
shate of the wheat is increased, there will be just so much less for others
to have. But this does not justify the statemerg that the amount of
wages payable in a country is fixed by $he eapital in it, a doctrine which
bas been called ¢ the vulgar form of the Wages-Fund theory.’

§ 8. The doctrine of the Wages-Fund .raceived countenance from
some careless expressions into which Mill was betrayed by his desirdto.
treat the problem of Distribution in his second Book
before that of Exchange in his third. The attempt was Some of Mill’s
necessarily & failure, But he collects all the various s;:%‘f;;m“’

. . y
elements of the problem in the third chapter of his worded.
fourth Book: and there the relations of labour and
capital are presented symmetrically, and the Wages-Fund does nof appesr,

The proposition that Industry iz limited by capital, was often in-
terpreted so as to make it practically convertible with the Wages-Fund
theory. It can be explained so as to be true: but a similar explanation
would make the statement that * eapital is limited by industry’’ equally
true. It was however used by Mill chiefly in conmection with the
argument that the aggregate emplcyment of labour cannot generally be
increased by preventing people, by Protective duties or in other ways,
from Satisfying their wants in that manner whioh they would prefer.

M. 16
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The effects of protective duties are very«somplex and cannot be discussed
here; but Mill is clegrly right in sayingthat in gefleral the capital, that
i applied to support and aid labour in any new industry cor¥ted by such~
duties, “must have been withdrawn or withfeld from some other, in
which it gave, or would have given, employment to probably about the
same quantity of labour which it employs in its new occupation.” Or,
to put the argument in a more modern form, such legislation does not
primd facie increase either the national dividend or the share of that
dividénd which goes to labour. For it does not increase the supply of
capital; nor does it, in any other way, cause the marginal efficiency of
labour to rise relatively to that of capital. The rate that has fo be paid
for the use of capitnl is therefore not lowered ; the national dividend is
not increased (in fact it is almost sure to be diminished); and as neither
labour nor capital gets any new advantage over the other in bargaining
for the distribution of the dividend, neither can benefit by such legislation. .
The first Fundamental Proposition of Mill’s is closely connected with
his fourth, viz. that Demand for commodities is not demand for lubour:
and this again expresses his meaning badly. It is true that those, who
purchase any particular commodities, do not generally supply the capital
that is required to aid and support the labour which produces those
commodities: they merely divert capital and employment frém other
trades to that for the products of which they make increased demand.
But Mill, not contented with proving this, seems to imply that, to spend
money on the direct hire of labour is more beneficial to the labourer than
to spend it on buying commoditias. Now there is a sense in which this
contains a little truth, For the price of the commodities includes
profits of manufacturer and middleman; and if the purchaser acts as
-entployer, he slightly diminishes the demand for the services of the
employing class, and increases the demand for labour as he might have
done by buying, say, hand-made lace instead of machine-made lace.
But this argument assumes that the wages of labour will be paid,
as in practice they commonly are, while the work is proceeding; and
that the price of the commodities will be paid, as in practice it
commonly is, after the commodities are made: and it will be found that
in every cade which Mill has chosen to illustrate the doctrine, his
arguments imply, though he does not seem to be aware of if, that the
consumer when passing from purchasing commodities to hiring labour,
postpones the date of his oivn consumption of the fruits of labour. And
the same postponement would have resulted in the same benefit to
labour if the purchaser had made no change in the mode of his ex-
penditurel. s

1 A fuller discussion of thé*Wages-Fund is glven in Principles, Appendix J.
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( onstant 1¢turn 180

Consumer ¢ surplus 79, analysis of
80—, 4204, how affected Ly
monopolies 231

Cansumption 42, ethical aspects of
53—4, 2479, 412—3, of different
grades 70

Constarpiron capatal 50

Convenconal necessaries 44, 213
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Co aperation 170, 1ts difficulties 171~
2, hopes for 1ts future 173, 293; m
agricultme 308 n, 816, 887 n,
397 n

Cost of marketing (see Marheting)

Cost of 111" oduction 193, 1ts 1elation
to utility and to value 200—1, to
rent 202—3

Ciedat, disorgamization of, and 1its
effects on production and consump.
tion 402

Cree 4 n.

Cumulatue effects with regard to
labour 268 270—1, 273, 275—6

Cuslom 5, 268 v, 307

Darfy produce, co operation in 292

Darwin 139

Definition 33

Demand, elasticity of 69—74; grada
tions of 61—8, Law of 67, element
of tume 1n 67—8, 211—2, ncrease
of 6%, of 1ch and poor 69—71;
or pecessanes 72, jount 218, de
rved 218, composite 221; cuie
65n ; pownt 65 n , prace 63, 193;
achcdulﬁ 64

Depression of trade 328—9, 402

Dernied demand 218

Ihfferentration 139—{0

Dimantshing 1eturn, law of, or ten
dency to91,94—5; Ricmrde’s state
ment of was maccurhte 100, 1y
1elation to mines and fisherzes 102Y
mn jelation to population 182—3,
H49—50

wDimvmshing utdity, law of 63
Disconnting futme plensmes ang
pleasurable events 77
Dls't’ybuuon m relation to exchange
Distubution of means between wants
according to margingl utilities 73 ,
of a commodity between different
uses 76—S8, 239 n
Division of labour 142—50
Domestic mdustry 163—4
servants 275n , 393
Dose 95

Dose of caprtal and ladour 95 n.

Earnings, theories of 248, 42981 ; 1y
1clation to ethciency 239—40, 245—
50, 200—2, 829, 350—1, then 1e¢
Intion to supply of labour 127—S§,
245—50, general rate of 256—8;

,J

INDEX.”

ﬁ‘c{my 260 ; prece work 260 5 tash

1; real and nomnal 268; supple
mentary 265; effect of progress on
437—44 , of luctuatr s of eredsr’on
401—2 , of pmasitic work 40510 (see
Contents, Book vi Ch« 1 —v)

Earmngs of management 52
Management)

Earmngs of undeitaling 52

I‘.c40nomlc clovaliy, 1its possibihifies

12

Eeonomie freedom 8 , grow th of 9—18

Econonic law 26,

‘Lionome man' 19, 26

Economic matives 19—22, not ex
clusively gelfish 212, 133, gene
rally measurable 19

Economics, movisional defimition I,
a modern science 4—3, conceincd
chiefly with measuiable motives
19—22, the chief questior ~winch
it mvestigates 29—~30, macticil
15sues wlich pomnt to these mqwm
ries 30—2, methods of study of
416—8

Education, 122—4, as a national i
vestment 124—5, 110

Eficiency earmngs 200, otend to
equality 260—2

Filasticrty of demand 69

England, grow th of fice industr yand
enterprise m 10—15, ha g0
maplical advantages 10  growth
of population of 107—10, land
tenure of 306, 309—17, lr gamns
from cheap tiansport 331—2

Equlibrium 190, 193

T rpenses of producticn 193

External economies 1,0, goods 35

(sea

Factories, gronih of 11—12

Factors of production 195

' Farmer,”” Amerian 309—10

Farms, laige and small 311—4

Fashion, mfluence of §7—6n

Fertality of land, general conditions
of 88—9 n , relation to time and
place 99—100

Field of employment 326

Fisheres 104

Fized capital 5O

Footponnds, measurement. hy 111

o Foreign trade, England s gains fiom

930—2

Free competition 8 196, 256
Free goods 36
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Freedom, economic 8 «
Freedom of sndustry gnd enterprise 3

General abomey 122

George, Henry 829 n .

Gaffen 188 n, 839 n, 344 n

Gilman 103 n

Golden age 8, 403

Goods 84, classification of 831—6

Goschen 844 n

Government undertakings 170, 4045

Giaded goods, mmketmg of 18,
226—Y

Ghading of labom 379—80

Frewas; Amoand A

G083 earmngs of management 17g

Gross 1ncome 51

(ross mterest 284, analysis of 284~
b, does not tend to equality 286

Homwwof labour, limitation of 30l-_
i, 1n Amstiaha 360 n

House ndustry 163—4

Howell 382 n, 399

Imnmovements in agricultme 317 n

Income, 1ts 1elation to capital 45—
qross Bl , nel 51, money 51, soctql
52, pﬁer head of population 161,

»—6n

Incieannng retwrn 92 180 1ts relatiay
to supply puice 160—1, 197—8, 2%
—2

Induction and deduction 416

Industrial o1gamzation 139—41

Industry 18 Limated by captal 438—4

Instrumental caprtal 50

Incmance against 118k 227—9, 285—¢

Inteqration 110

Interchangeable parts 114—5

Interest 52, 136, 1ts 1clation to dy
mand for eapitil 210—2, 1ate of
hLow deteummed 200—2, qoss 233
~—14, net 283—4, changes m 1atg
of 337

Internal economics 150

Inteinal goods 85

Investment of camital 204—7

Ireland, land tenme in 316

o oedrecen e oF wieges 248, A7

Inegulonty of employment 265, 209
—3, 356, 401—2

Japan 249
Jevong 185, 242 n
Jownt demand 218

437

Jownt products 222—3
Jont;stock companies 168—70, 292
Jotnt supplys 222

Labowr 42, 85, 1its supply price 86,
shilled and unslkilled 120—1, effi
cency of 111—928, disputes, 1llus
tiation of dervred demand 2186—
21, mnconstancy of employment of
261—5, 3,46, himtation of hours
of 3>1—4 (see Lainmngs)

Labom market, peculiarities of 268—

1
La: d 85, 87, 252, changes 11 value of ~
356"

i

Land tenme 107—17 v

Taw o stat t of tendency 23,
social and economne laws 26, “*nor
mal the adjective coriesponding
to “Inw " m tlns use26—7, noymal
action not necessainly 11ght action
27, 4189, im Law of demand
etc see under Demand etc

Lesme 3,1—2, difheulty of usiug 1t
well 413

Lerov Beaulieu 844 n

Localized industres 151—6

Long and short pertods, classification
of 216

“Long 1un
200

Lmmies, dgmand for 70—1

meaning of the phrase

r ] L]

Machmery 143—30, has dimmmshed
demand for unshilled Iabour 409—10

Malhus 103-—4, 108, 430—1

Man, both the end ‘and an agewt 1#
production 103, 128, 218

Vanagement eainmings of 52, qioss
and net 178, various forms of ad
Justed by law of substitution 289—
93 (see Contents, Book vI Chs
VI VII,VEX)

Manufactme 156, improvements mn
11 n , percentage of English popu
lation engaged m not increasing 165

Maugm of cultivation 95

gmﬁtablencaa 206
Marginal demand price 63
avse F5

puichase 62
return 95
utilaly 63

Mar ket 184—9

Marheting 158—9, 226—8, 304—5

Marriage-rate, causes affectmg 105



438

Marx, Karl 283 n.
Jlaterial and non-material Googs 35
Mazximum satisfaction 180
Metayer system 808, 810 n.
Methods of study 416—8
Migration,hindrances toinMiddleAges
107; from country to town 115—6
Mill, John Stuart on capital 50, 438
—4; on grades of laboyr 126—7;
on cost of production 165 n.; on
wageg 398, 431—4

Mines 102

Minimom wage 381, 407—8

Mobility of labour 125—8, 381—3

Money 39; its use s o measure of
mqfive 19—21 ; changes in marginal
utility of 21, 63—4, 80—1; varia-
tions in purchasing power of 401

Money cost of production 195

Money tncome b1

Monopolies 230—1, 292—3

Monotony of life, and in some cases
of work, diminished by machinery
148—9

Mortality, rate of in different occupa-
tions 115 n.; in fown and country
116 n.

Munro 417

National dividend 47, 235; estima-

g?(}n of 52—];3; a stt}:emn not a fu.:}l&
5 air realniinr o ;lg;semi u

hou;'s of labour 356 o »

National tncome 47, 52, 285

Nattonal wealth 38

Necessarics, for life, for efficiency,

3 cenventional 42—4, 247-29, 848;
demand for 70—1

Net advantages 51, 266—7

Net earnings of management 178

Net income 50—1

Nezt sli';zterest 283—4; tends toeguality

Net product of labour 240, 325

Netherlands, agricultqre in 310—11

New countries, causes of high wages
and interest in 326—9

Nominal wages 263

Normal 26—T, 419 ; elasticity of term
208—9; suppliprice 196—200 (see
Contents, Book v. Chs. 1rr.—v.)

Open spaces, public interest in 160,
317, 410

Organization of industry 139—41

Organized markets 187—8

INDEX.

Parggitic work 408 n.

Partnership 167,

P t ietors 291, 308
egls.’;'iﬁ proprietors 20 -10

Periods, lotig and short 208—17
Personal goods 35
rishs 285
wealth 87
Petty 305
Physiocrats 248
Piece-work wages 260, 382—4
Pigou 403 n.
Plato 139
Political Economy. (SeeEconomjeg
Poor-law, its influence on populatj,,
109; on saving 132
Population, doctrine of 103—4; cang,,
{ govern the growth of 10;_
10, 250; its pressure on the mey, |
of subsistence 101, 181—3, 218 __ .
349—50 > .
Poverty, a cause of degradation o
%g?, 270—1; remedies for 40g_

Price 39; a measure of utility (g

Price, L. L. 309 n.

Prime cost 206—7

Production on a large scale 4156—g1
311—4 ’

Proflt sharing 172

Profits 52, 295 ; how far tendencdy,
annaliy” SRR “dni- " rely o
300; in relation to fluctuations of
price 301—2 .

Progress, its influence on values 3.5
—44

Property, rights of 414
Protection 434 °

Quasi-rent 230, 214 n., 302 n., 374 4,
426—8

Raising the demand schedule 635 n.
Rate of profits 295
Real nm{) money income 31
cost of production 195
wages 263
Rent 52, 97, 303—06; of nataral aly);.
ties 281 n., 802 n.; m relation 4,
costof production 202—3; differeycq
between it and other earnings 2s5.
in relation to quasi-rent230, 302’
427—8; and rise in value of prod;eq
804; effect of progress on 836; 1.
statement of classical doctriaey ;-
to 203 ; of building land 428



INDEX.

Representative firm 180

Residuum 845, 4062-8

Ricardo onJaw of diminishing return
100; on Tent 202, 807 1,; on wages
430—1

Risk 2289, 284, 285—6

Rival supply 228

Ruskin 22

Sargant 137
‘3atiable wantis, law of 62
iaving, slow growth of habits of 129—
33; conditions of 183—5; its
connection with rate of interest
136—8
Schloss 172 n., 259 n,
Schmoller 416
Secular movements of price 216
'genior 57
ettlement laws 108
Shift system 852—4
Shopkeeping 161 n.
Skill, a relative term: 120—1
Slavery 3
Sliding seales 301, 385 n., 399 n.
Small holdings 314, 313, 316—7n.
Smith, Adam, on wealth 37; on the
word®value 39; on capital 45; on
division of labour 139, 140, 142,
d 18 n.; on wages 203, 206
Social eapital 47; income
Specialised ability 50
BSpencer, Herbert 82
Stable equilibrium 193
Standard of comfort in relation to
wages 2384, 347—8
Standard of life 233—4, 316
Stendardization of labour, true ani
false 399—401
Stock Exchange securities 187 ~3
Btrikes, cost of 378
Subsidiary trades 153
Substitation, prineiple of 196, 205—6,
221, 239 n., 2i6; its relation to law
of survival of fittest 287; to earn-
ings of management 289—93
Bupplementary cost 2067, 226; earn-
ings 265
Supply curve 198 n.
Supply, law of 197
Supply point 198 n.
Su];ply price 86,193 ; long-period and
short-period 211—7
Supply schedule 197
SurpPus produce 96; its relation to
rent 97, 808—6

323 law 26
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Survival of the fittest, law of 140,
118—7, 2878
Bweating system 163—4. 890

Taxation 21

Technical education 128—4

Temporary balance or equilibriom
190—3

Thornton 864 n.

Time, the element of, in econowie
groblims 67, 73—4, 189, 199—201,

T'ime earnings 260

Total utility 62 i

Town life, influence of 115—86

Towns, growth of large 119 1.

Trade capital 46

Trade combinations 274—5

Trade federation 886——7

Trade, regulation of 399 n.

Trade risks 285

Trade Unions, early policy of 12—13,
15; in relation to law of dertved
demand 218—21; their inflaeyce
on wages 274—5; 362—99; their
chief instrument the *Commgn
Rule " 367, 399

Trangferable end non-transferaple
goods 85—6

Transport industries 153, 161; their
influence on value 331—2

Truck system 201 n,

® Trusts 170
Turnover, profits on 298—9

Undertaker 162 .

U'ndertaking, earnings of 592 (sé'e
Management, earnings of)

Unit of the family 408 n.

Tnskilled labonr 120

Utility 615 marginal 63; total g2
measurement of 7281 utility in
relation to cost of produetion gnd
value 200—1

Talue 89—40

Wages (see Earnings)

Wages-Fund 285

Waiting, rather than abstinence re.
warded by interest 136

‘Wakefield 317

Walker 418

Wants, elasticity of 69—74; in rela.
tion 10 activities 58—60, 346—8

Wecth 86—7; and well being 1--9,
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128,248—9,81—4;3:0“110!1)29— ‘Workisng man, his o) portnnitfes of
3

8 S rising and lus difficulties 172—5; &
Webb 362 n., 399 n. rapid rise not an unjzed benefit
‘Women's wages, influence of progress 175—6

on 341-2, 898 Work-Fund 855

Working classes, condition of early
in the century 12—15; latent genius
among 1256; improvement in con-  Young, Arthur 308
dition of 846—50
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